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“LABOR-SAVING” AND ‘“CAPITAL-SAVING” 
INNOVATIONS’ 

WEIR M. BROWN 

Washington, D. C. \ 


One of the most arresting discussions in economic theory of the past few years 
was initiated by the introduction of the doctrine of chronic “economic stagnation.” 
Its promulgation served to divert the attention of theorists and men of affairs 
from pre-occupation with problems of the short period and to direct it, for a time, 
toward the study of evolutionary change with a forcefulness reminiscent of Marx 
or Veblen. The advent of war temporarily removed the subject of economic 
stagnation (or “maturity”) from the forum of public discussion, but did not rob 
the subject of theoretical interest, for it contributed nothing toward that ultimate 
appraisal and evaluation of the theory of chronic stagnation which the post-war 
world will be seeking. 

According to the stagnation economists, the unsatisfactory levels of employ- 
ment and business activity of the 1930’s are not to be regarded as temporary 
maladjustments of the kind which business-cycle theory seeks to explain. They 
are attributable, rather, to a different and more fundamental type of change. 
The course of economic development has brought the system to a point where 
there are not sufficient outlets for private investment to absorb the volume of 
money savings which would be made under conditions of fullemployment. The 
deficiency in investment opportunities being, in this view, permanent, the ability 
of the economy to utilize available resources will not increase, and indeed is likely 
to diminish. There is a steady decline in the ratio of the inducement to invest to 
the propensity to save. 

The specific features of the course of economic evolution which putatively 
account for the decline in the gross amount of planned investment are principally 
two: that technical innovations are becoming increasingly ‘‘capital-saving,” 
rather than capital-using; and that the rate of population growth is declin- 
ing. The present paper will examine only the first of these forces. (Examples 
of capital-saving improvements, as defined by the maturity economists, would 


1 This paper constitutes a part of a doctoral dissertation submitted to the Department of 
Economics of Brown University. The author wishes to thank the Brookings Institution 
and the Social Science Research Council for fellowship aid received during various stages 
of the study, and to acknowledge the helpful criticisms of Kenyon E. Poole, Fritz Machlup, 
and Robert B. Bangs. 
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be the installation of new machinery made of less costly or more durable 
metals; the substitution of air travel for transport requiring fixed roadbed; the 
reduction in floor-space through the adoption of more efficient assembly 
methods; etc.2) Our purposes will be to review the manner in which capital- 
saving devices are presumed by the stagnation thesis to depress the level of activ- 
ity, and to attempt some appraisal of the validity of the argument. 


I 


It is evident that technological changes affect both the ‘‘replacement” and the 
“net” categories of investment, since both of these portions of gross investment 
include, under dynamic conditions, some newly-introduced forms. Moreover, if 
the advance of technology has any influence upon investment, that influence will 
appear in both categories.* 

Now it is the contention of the maturity economists that technological develop- 
ment does have a bearing upon investment activity, and that the present course 
of technical progress is unfavorable to investment because the innovations are 
both insufficient in amount and of a qualitative character which is “capital- 
saving’”’.* Upon the question of whether the number and quantitative impor- 
tance of innovations are now declining and will continue to decline we shall have 
nothing to say. The measurement of the volume of inventions in past periods is 
an empirical task—one which has yet to be satisfactorily performed. Whether 
or not technological discoveries which may be made in the future will appear 
sufficiently promising to influence entrepreneurs to introduce them (thus execut- 
ing an innovation*) is a baffling question, and it is to be doubted whether any 
economist possesses @ priori reasons for predicting the future of innovations.® 

What we are concerned with in this paper, however, is the alleged change in the 
qualitative character of technical innovations and the manner in which it is 
believed to affect adversely the volume of employment in the system. The 
question which we shall attempt to answer may be posed as follows: Assuming 
that technological changes are in fact of the kind which the stagnationists call 
“capital-saving,” how would the level of activity be affected? 


2 Numerous examples of this and other types of technological improvement are given by 
David Weintraub, ‘‘Effects of Current and Prospective Technological Developments upon 
Capital Formation,’’ American Economic Review Supplement, March, 1939, p. 17ff. 

3 The writer believes that both the possibility and the usefulness of distinguishing be- 
tween ‘‘new”’ and “‘old”’ investment are, under dynamic conditions, highly dubious. (Cf. 
F. A. Hayek, The Pure Theory of Capital, London, Macmillan, 1941, Chapters XXTI-XXV.) 
But this conventional distinction furnishes a convenient simplification, for the supposed 
decrease in ‘‘investment outlets” can by this means be considered (as it appears to be by 
the stagnationists themselves) as a two-fold phenomenon. 

4A. H. Hansen, ‘‘Economic Progress and Declining Population Growth,” American 
Economic Review, March, 1939, pp. 10-11. 

5 We accept Professor Schumpeter’s view that the essence of innovation is not the inven- 
tion or discovery of new processes and machines but their actual introduction into use. 
Consult Business Cycles, Vol. I, pp. 84-102. 

6 Professor Hansen himself readily acknowledges this (loc. cit.). 
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II 


In order to evaluate the analysis of the effects of capital-saving innovations 
presented by the maturity theory, we obviously need to know what is meant by 
the term “capital-saving.” As is too frequently the case with the terms which 
play important roles in the stagnation doctrine, however, no clear definition is 
offered. This omission appears the more serious when we discover that the sense 
in which the phrase “capital-saving invention” is used in the stagnation theory 
is not the same as that explicitly attached to it by other writers, and that the type 
of analysis in which it is employed differs widely from other discussions of capital- 
saving inventions. It will be helpful if we take pains to contrast the stagnation 
usage with its predecessors. 

Probably the best-known classification of inventions is that presented by Pro- 
fessor Pigou.’? He designates an improvement as capital-saving “...if, as a 
result of the invention, the quantity of labour in industries other than the im- 
proved industry and its subsidiaries is diminished in a larger ratio, or increased 
in a smaller ratio, than the quantity of capital’. Inventions in which the ratios 
of change of the two factors in industries other than the improved industry are in 
the opposite direction are called labor-saving; those in which the two ratios of 
change are equal are called neutral. Since the reasons for classifying them in 
this fashion are not apparent from the definition, we must clarify the situation 
by explaining the method by which Professor Pigou arrives at these results and 
the purpose he had in mind. He first reckons the number of units of two hypo- 
thetical factors, labor and capital, which are no longer needed in a given industry 
as a result of a given invention. Then he adds these units displaced from Indus- 
try A to the total number of units of labor and capital, respectively, already in 
use in other industries. By this method, a change in Industry A which alters the 
ratio of capital to labor in that industry downward will in most cases® alter the 
ratio of capital to labor upward in the remainder of industries. 

The reason why, in Professor Pigou’s classification, the invention is designated 
according to the effect it has on the labor-capital ratio in the rest of the economy, 
rather than according to its effect on this ratio in the “improved industry”, is to 
be found in the purpose which motivated the discussion. His purpose was to 
ascertain the influence of technical inventions upon the distribution of a given 
total National Dividend. Professor Pigou’s method specifically avoids the en- 
tire question of the influence of inventions upon employment by the device of 
assuming that the total quantity of labor and the total quantity of capital 
employed in the system as a whole are constant. His only interest in classifying 


7 A.C. Pigou, Economics of Welfare, Part IV, chapter iv. (References are to the third 
edition.) 

8 Ibid., p. 672. 

®“*These results, it must be remembered, are not necessarily valid, unless before the 
invention, the industry (and its subsidiaries), in which the invention is made, was employ- 
ing labour and capital in the same proportion as the general average of all industries.” 
(Ibid., pp. 673-74.) 

10 Tbid., p. 669. 
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inventions was to compare their effects upon the total income of given total 
quantities of capital and labor which are assumed to be constant for the economy 
as a whole. He calculated the changes in distribution by means of marginal 
productivity analysis. This treatment of the various classes of inventions not 
only provides no information on their employment effects, but it also involves, 
at one gulp, the assumptions of perfect factor mobility, the remuneration of fac- 
tors strictly according to marginal physical productivity, and a host of other 
assumptions belonging only to static analysis under perfect competition. 

In consequence of the nature of the assumptions with which he worked, Pro- 
fessor Pigou’s results differ substantially from those which the stagnation doctrine 
depicts. A capital-saving invention, according to the Pigovian schema, releases 
capital from Industry A and thereby increases to that extent the capital em- 
ployed in other industries. This raises the ratio of capital to labor in these 
remaining industries, thus lowering the productivity of capital relative to labor 
and altering the distribution of the (fixed) national income in favor of labor. 
According to this analysis, then, capital-saving inventions are beneficial to labor’s 
total income, whereas labor-saving inventions are harmful." But it is asserted 
that “when the indirect effect of an invention is to diminish savings, it may injure 
labour even though it is capital-saving; and, when the indirect effect is to increase 
savings, it may benefit labour even though it is both labour-saving and also con- 
cerned with some product which does not enter at all into workpeople’s consump- 
tion”. The non-comparability of the situations examined by Professor Pigou 
and the stagnationists is patent, a fact which might well have led the latter to 
define their use of terms more carefully than they have. 

Other recent writers have classified inventions in a manner similar to the Pigo- 
vian division. Mr. Hicks uses definitions which are only refined versions of his 
predecessor’s.* Furthermore, like Professor Pigou, he abstracts from the prob- 
lem of employment and considers the effects of inventions upon the National 
Dividend and, in particular, upon its distribution between classes. Mrs. Robin- 
son adopts Mr. Hicks’ method of classification without alteration in her “Long- 
Period Theory of Employment’’.* Although, unlike Professor Pigou and Mr. 
Hicks, she does have some comments to make about the influence of innovations 
upon employment, her study is very plainly a long-period equilibrium analysis 

11 Tt must be emphasized that neither type is presumed to have any effect upon em- 
ployment. 

We have not summarized his views on the effects of inventions on prices, which according 
to Professor Pigou would lessen the differences between the real effects of the two types 


of innovation. (Ibid., pp. 673-74.) 

12 Ibid., p. 677. 

8 J. R. Hicks, The Theory of Wages, Chapter VI, p. 123. ‘‘Although this amendment of 
Professor Pigou’s definition appears desirable, the definitions are still fairly close, and most 
of the things which he says about inventions can be perfectly well applied with the definition 
just given.”’ See also Gordon F. Bloom, ‘‘A Note on Hick’s Theory of Invention,’’ American 
Economic Review, March 1946, pp. 83-96. Lieut. Bloom’s theoretical framework conforms 
strictly to the Pigou-Hicks tradition. 

144 Joan Robinson, Essays in the Theory of Employment; see especially pp. 131-36. 
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which differs appreciably from the dynamic situation with which the stagnation 
theory seeks to deal. 

The basis upon which the stagnation economists classify an innovation as 
labor-saving or as capital-saving differs fundamentally from those just discussed. 
In the first place, the given improvement is labeled not according to its effect on 
the ratio of labor to capital in all other industries (taken as a group) but solely 
according to its effect within the individual firm which introduces it. Secondly, 
its designation as labor-saving or capital-saving is not determined by the manner 
in which it alters the ratio between capital and labor in that firm but only by its 
effect upon the absolute amount of capital required by the firm to produce a given 
output. The difference between this classification and the Pigou-Hicks system 
of designation is apparent enough formally, but it might be supposed that there 
is no substantive difference between them. It is true that extreme examples of 
either sort would be identically classified by both methods of division. But 
innovations in the middle range, which are likely to be quantitatively important, 
would receive different labels under the two sets of definitions. For example, 
some new machine processes displace both labor and “capital” in a given firm. 
This type of innovation might release about equal proportions of factors and 
hence under certain assumptions would not alter the capital-labor ratio in the 
remainder of industry. By the Pigou-Hicks method, this would be termed a 
neutral invention. According to the maturity theory, however, this would 
apparently be called a capital-saving innovation, since it would tend to lower the 
absolute amount of planned investment for replacement purposes in the given 
firm. A neutral innovation would be one which did not alter the amount of 
“capital” required in the firm, regardless of whether or not it maintained the 
previous ratio between labor and capital.” 

The foregoing comparison between the system of classifying inventions used by 
Professor Pigou and that adopted by the writers on stagnation is not intended to 
carry the implication that the former is preferable for the theory of employment. 
In fact, it can be shown that in a study of employment the Pigovian definitions 
are not helpful, since they are based upon assumptions which include the volume 
of employment as a constant. The purpose has been rather to elucidate the 


15 Mrs. Robinson warns that ‘‘the static conditions here postulated must not, of course, 
be taken to present a picture of a situation which would ever be likely to occur in actuality.” 
(Ibid., pp. 105-06, note.) 

16 The interpretation given above of the sense in which “‘capital-saving”’ is used in the 
stagnation thesis was accepted by Professor Hansen in a letter to the writer dated March 3, 
1944. ‘‘...I think your definitions are all right. As you say, capital-saving innovation 
is one that reduces the invested capital in relation to output.’’ See also McLaughlin and 
Watkins, ‘‘The Problem of Industrial Growth in a Mature Economy,’’ American Economic 
Review Supplement, March 1939, pp. 3-6; A. H. Hansen, ‘‘Mr. Keynes on Underemployment 
Equilibrium,”’ Journal of Political Economy, October 1936, p. 681; Hansen, Full Recovery or 
Stagnation?, pp. 314-15; David Weintraub, op. cit., p. 15 ff. 

17 Says Professor Hansen: ‘‘It is true that we are still engaged in making labor-saving 
inventions. Extremely important, however, is the question: Are these new labor-saving 
techniques likely to be preponderantly capital-using or neutral with respect to the use of 
capital?”’ (Full Recovery or Stagnation?, p. 314.) 
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meanings implied in the terms as used by the stagnation theory and to guard 
against anyone’s confusing this classification scheme with definitions so clearly— 
but differently—assigned to the same terms by previous writers. 


ir 


Having discovered what the stagnation economists mean by the terms “‘capital- 
saving” and “labor-saving,” we can proceed to investigate the effects of these two 
general types of innovation upon the ability of the economy to maintain the vol- 
ume of employment. According to the stagnation doctrine, capital-saving 
innovations are detrimental to the volume of employment because they lower the 
amount of gross investment. Since they are believed to be growing more and 
more numerous, they constitute one of the chief reasons given for the maturing 
of the American economy. Labor-saving innovations are not regarded as having 
the same harmful influence, apparently on the ground that labor-saving innova- 
tions ordinarily increase or at least sustain the previous capital requirements of 
the firm .!* 

A convenient starting-point for a critical appraisal of this exposition of the 
effects of capital-saving improvements upon employment is provided by a brief 
review of the explanation which economists usually offer concerning labor-saving 
innovations. In the first place, a labor-saving innovation is not likely to be 
introduced by a firm unless the substitution of machine technique for human 
labor promises a reduction in the firm’s unit costs.” If a cost reduction is 
achieved, the further consequences depend upon which of two broad courses of 
action is adopted by the firm. (1) The price of the product may be reduced. 
That action would induce an expansion in sales and output, the extent depending 
upon the form of the demand function. Although some consumers would increase 
their purchases of the product after the price reduction, others would not. The 
latter group would prefer to spend the difference or a part of it upon other com- 
modities. Whatever the behavior of consumers, however, the output of some 
industry or group of industries would be enlarged, necessitating an increase in 
employment. Thus the labor displaced in Firm A by the introduction of ma- 
chinery would be offset or partially offset by increases in the working force of 
other firms. (2) The price of the product may not be lowered since competition 
is imperfect and the reduction in unit costs then would serve to increase the profits 
of the firm. The profits may be retained by the management for plant expansion 
or distributed to the owners for disposal as they see fit. If the owners decide to 
use these returns for increased consumption, the result resembles that of the price- 
reduction case outlined above. A similar result follows if they invest. On the 
other hand, if the added profits are retained by the management for increased 
liquidity or if they are disbursed to stockholders who thereupon increase their 
planned saving, the outcome is less certain. It may be that planned investment 


18 Tbid. 
19 It is probably justifiable to adopt this as a premise, even though an interminable 
debate could, of course, be held over the validity of the assumption of rational behavior— 
and even over the meaning of the rationality assumption. (See T. W. Hutchison, The 
Significance and Basic Postulates of Economic Theory, Chapter iv.) 
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is also increasing somewhere in the economy and that these events will be co- 
ordinated through the banking system; but it is scarcely legitimate to admit such 
an “‘outside’’ factor into consideration. If not, the cost reduction in Firm A will 
not be counter-balanced by increased consumption or investment elsewhere, and 
output and employment will be diminished. Against this it is argued that the 
force of competition is always operating (though imperfectly) to eliminate differ- 
ences in profit margins, and if Firm A attempts to perpetuate its newly-acquired 
profits by maintaining the old price it will be menaced, before long, by the compe- 
tition of other firms in the industry or the entry of new ones; or its favorable 
financial position will invite pressure for an increase in wage rates. 

In sum, the installation of labor-saving equipment in one firm will be associated 
with induced changes there and elsewhere in the system, with the effect that for 
the economy as a whole there will ordinarily be no decrease inemployment. The 
adjustment may take some time, and the workers displaced in Firm A may not 
be the same persons involved in the employment changes elsewhere. Thus there 
is a problem of technological unemployment; but it is not a serious secular prob- 
lem from the standpoint of the whole economy, for labor-saving innovations do 
not create a growing army of unemployed. 

The argument which has just been outlined seems to represent fairly well the 
views of a substantial body of economists, and perhaps even the majority.” 
Individuals would differ over details and points of emphasis, undoubtedly, but 
we submit that on the whole it is an explanation which finds general acceptance. 

It is important for us to note carefully the conditions under which a labor- 
saving innovation would adversely affect the level of employment. According 
to the foregoing analysis, numerous adjustments and sets of adjustments could 
be put in motion by the introduction of labor-saving methods of production, and 
these adjustments are not all equally expeditious. Several adjustments were of 
the nature of shifts in the demand schedules for products and for agents, and in 
these cases the effect on employment was said to be a redistribution of employ- 
ment among trades without a diminution in the total. The outcome which con- 
stituted the greatest threat to the level of activity was the possibility that, if the 
cost reduction achieved by the firm were followed by an increase in profits rather 
than by a lowering in price, the amount of planned saving might increase. The 
possibility of this occurring is provided by the fact that the recipients of profits 
are usually persons in the middle or upper income brackets whose marginal pro- 
pensity to save is relatively high. To the extent that the quantity of prospective 
saving rose with no corresponding rise in prospective consumption or investment, 
the initially adverse effect on employment created by the labor-saving innovation 
would fail to be offset. And the reason for this decrease in employment, be it 
noted, is that in this case the adoption of the labor-saving improvement even- 
tuated in shifting the distribution of income in such a manner that consumption 


2 For typical formulations of this exposition, see Douglas and Director, The Problem 
of Unemployment, Chapter 10; T. E. Gregory, ‘‘Rationalisation and Technological Unem- 
ployment,’’ Economic Journal, December, 1930. 
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was reduced in one sector of the economy with no compensating increase in either 
consumption or investment in other sectors. 

To the extent to which her model is comparable with the situation under inves- 
tigation here, this conclusion seems to be substantiated by Mrs. Robinson. “The 
effect of inventions upon the equilibrium level of output will depend upon its 
reaction on the distribution of income. An invention which reduces the share 
of labour in a given income will reduce the equilibrium level of output by increas- 
ing thriftiness, while an invention which increases the share of labour will increase 
equilibrium output.” 


IV 


Our conclusion with respect to labor-saving inventions was that, from the 
standpoint of the community as a whole, no permanent reduction of employment 
was to be expected unless these innovations resulted in an alteration in the dis- 
tribution of the national dividend between income classes. This we may call, for 
convenience, the Re-distribution Effect. 

We may now turn to consider the other class of technological innovation, those 
of the capital-saving type, in order to determine what influence they may be 
expected to exert on the level of employment.” In the interest of simplicity, we 
shall confine our attention at first to innovations which reduce the capital require- 
ments of the firm but leave its labor force unchanged. As in the examination of 
the other class of innovation, we commence here with the assumption that a 
capital-saving innovation is instituted by the firm in the belief that the change in 
equipment or processes will bring about a reduction in costs per unit of output. 
If this expectation is realized, the further consequences depend upon what course 
of price policy is adopted by the firm. (1) The firm may decide upon a reduction 
in the prices of its products, thus “‘passing on’’ to its customers the reduction in 
costs. The lower prices will expand sales and output, to a greater or less extent, 
and insofar as that occurs the employment of labor in the firm will rise. Al- 
though the sales of Firm A (the innovating firm) may not be appreciably ex- 
tended, its consumers will be benefited by the lower price and may increase their 
purchases of other goods. (2) On the other hand, the firm may resolve to 
maintain prices and permit the lower costs to augment profits. If the profits 
are distributed to the owners, they may be used for consumption or for invest- 
ment, and in either case the volume of employment would be favorably affected. 
A similar result would follow if they were retained by the management for invest- 
ment. It is entirely possible, however, that the profits may serve to increase the 
amount of planned saving without any corresponding rise in planned consumption 

21 Op. cit., p. 132. 

22 Comparatively little attention has been given to this type of innovation. Aside from 
the discussions already cited, references to innovations of the type which the stagnation 
economists call capital-saving have been few, and their concern has seldom been the effects 
onemployment. See, e.g., F. W. Taussig, Wages and Capital, p. 10. 

23 See the analysis in J. R. Hicks’ Value and Capital (Chapters II-III) of the repercussions 


of a price reduction upon quantity demanded, expressed in terms of the ‘‘income effect”’ and 
the ‘‘substitution effect.” 
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or investment.* If this should occur, it would create at least a temporary 
depressing influence on the volume of employment, since it would constitute a 
shift in distribution in favor of the saving classes. 

We are now in a position to make a preliminary comparison between the se- 
quences associated with labor-saving innovations and those associated with 
capital-saving innovations. Commencing in each case with the introduction of 
the improvement by the firm, we found it likely to suppose that the firm achieved 
thereby a reduction in unit costs of production. It was thereupon confronted 
with a problem in price policy; whether to lower prices or to seek higher profits 
per unit (or some combination of the two). In some instances, the adjustments 
set in motion would result in raising the output and employment in some sector 
of the economy. An unfavorable result would occur, however, if the Re-distribu- 
tion Effect were encountered. Thus the economic effects of the two types of 
technological innovation appear to be identical. It would appear that we could 
say, as a first approximation, that neither type of innovation will have any lasting 


detrimental influence on the volume of employment unless it produces the Re- 
distribution Effect. 


Vv 


Similar results are obtained if we compare labor-saving innovations and 
capital-saving innovations with respect to their influence upon the family of cost 
curves of the individual firm. In this approach, we shall continue to examine 
only the effects on the innovating firm. The exposition would perhaps be facili- 
tated if we could present diagrams, but in the interest of conserving space we 
shall proceed without them. 


1. “Labor-saving” innovations. 

(a) Short-period effects. The introduction of a labor-saving device will lower 
the curve of average variable costs, owing to the fact that the change in the tech- 
nical coefficients has reduced the amount of direct labor cost per unit as well as 
average total costs. As stated in Section III above, the influence of this change 
will be to raise the short-period equilibrium output of the firm, since the curve 
which is marginal to the AVC curve has dropped and will now intersect the curve 
of marginal revenue at a point farther to the right. 

(b) Long-period effects. In the long period the distinction between variable 
and fixed costs disappears, and the relevant fact is that there has been a reduction 


in average total cost which can work out its effects in any of the ways described 
in Section IIT above. 


2. “Capital-saving” innovations. 

(a) Short-period effects. The immediate effect of the adoption of a new 
machine or technical process which lowers the capital requirements per unit of 
product is to lower the curve of average fixed costs. This comes about because 
of reductions in interest charges, depreciation allowances, and other similar re- 
placement charges. Such a fall in the AFC will have no effect, of course, upon 


24 The same thing might conceivably happen if prices were reduced, but it is less likely 
in that event than in this. 
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the AVC and MC curves, and for that reason will not alter the equilibrium volume 
of output in the short period. Total profits, however, will immediately rise 
because of the fact that the average total costs have been reduced. 

(b) Long-period effects. Average total costs having been reduced in the short 
period and all costs becoming variable in the long period, the firm will be faced 
with a problem in price policy of the kind described in Section IV above. Just 
as in the event of a labor-saving innovation, the price of the product may be 
reduced and the output of this firm or of firms in other industries increased; extra- 
normal profits may be sought by the firm with the result that new firms will be 
attracted to the industry. 

It would appear that there is a difference between capital-saving innovations 
and labor-saving innovations in their effects upon the short-period cost curves, 
the former lowering the AFC curve and the latter the AVC and MC curves. The 
adoption of a capital-saving improvement will lower the gross planned investment 
of the firm, but it will also lower the gross saving represented in the curve of 
average fixed costs. There will be no change in the firm’s short-run level of 
output and likewise no change in its labor force. Adoption of a labor-saving 
improvement, on the other hand, will increase somewhat the short-run equilib- 
rium level of output but will reduce the firm’s labor cost per unit of output and 
also possibly its labor force. In the long period we find, as we did before, that 
the results of the two types of innovation upon the long-run curves of average 
and marginal costs and the manner in which these changes will affect prices, 
output, wages, etc., are closely comparable. 


vi 


The conclusion which has just been stated is only a first approximation, how- 
ever, and we should not be justified in dropping the matter at this point. These 
preliminary findings need to be modified and re-examined. One deficiency is 
that we have been forced to use the definitions and classification of inventions 
employed by the stagnation doctrine. That method of classification is based on 
absolute changes and on one firm only. There is considerable difficulty some- 
times in deciding the character of a given improvement, for many technological 
changes involve both absolute and relative changes in the amounts of labor, 
“capital”, and other productive agents. Frequently, also, they are accompanied 
by changes in the scale of operations and by alterations in the form and specifica- 
tions of the product. In such cases it is extremely difficult to tell whether a par- 
ticular improvement “saves capital” per unit of product or not. 

Furthermore, the proper question to ask is not whether a given technological 
device will reduce the capital requirements of a given firm and what effects that 
will have upon the level of employment, but rather how the innovation will affect 
the demand for labor and capital in the whole economy, both absolutely and 
relatively. If we accept this broader statement of the question, the difficulties 
of classification and definition are multiplied many fold. So far as the first, 
immediate effects are concerned, a capital-saving invention adopted by Firm A 
may be associated with changes in the amounts of both capital and labor em- 
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ployed in the economy. Let us consider an example of the type called capital- 
saving. The “trackless trolley” is a development which permits a rubber-tired 
bus equipped with a trolley to replace the conventional street car. Some of the 
immediate effects of introducing trackless trolleys in substitution for street cars 
are a decreased demand for steel rails and for steel car wheels on the one hand, and 
an increased demand for rubber tires, trolley shoes, and expansible trolley rods 
on the other. Some of the less immediate results include the discharge of main- 
tenance men formerly employed to repair the roadbed, sweep and grease the rails 
at the switches, etc. On the other hand, some additional labor may be tempo- 
rarily employed in making the change-over from one system to the other, for the 
rails may be removed from the streets, and stronger trolley-wires may have to be 
strung. So far, nothing has been said about the number of trolley-buses that 
would be installed, and we have proceeded as if it were simply a matter of replac- 
ing one street car with one bus. This is not necessarily the case, however, and 
it may be that one of the advantages offered by the trackless trolley is that it 
permits not only a lower operating cost but more flexibility in extending and 
adapting routes to the needs of traffic. Thus the number of trackless trolley 
buses brought into service may be either larger or smaller than the number of 
street cars supplanted. When all these direct and indirect results are considered, 
and when the possibilities for secondary repercussions are suggested, who is pre- 
pared to say whether, for the economy as a whole, this is a “capital-saving” or 
a “labor-saving” change? 

Although the problem of classification is difficult in itself, it must be remem- 
bered that we are primarily interested in the effects of technological changes upon 
employment. The reason for discussing classification is that we are endeavoring 
to examine the proposition that capital-saving innovations (in the Hansenite 
sense of changes which decrease the absolute capital requirements of a given firm) 
are detrimental to the volume of employment in the community. We came to 
the preliminary conclusion earlier in this article that capital-saving innovations 
(in this sense) do not differ fundamentally from labor-saving innovations, since 
both of them involve changes in the firm’s production costs whose impact may 
be disseminated through the economy in various ways. In either type of inno- 
vation, there exists the possibility of dislocating influences through the Re-distri- 
bution Effect. In the present section of this paper we have taken a larger view 
of the concepts of “labor-saving” and “capital-saving”’, attempting to classify a 
given improvement according to the manner in which it affected capital and labor 
in the whole economy. We have seen the difficulty of classification. More 
important than that is the realization that an improvement which is capital- 
saving in the innovating firm may not be any more capital-saving than it is labor- 
saving for the economy as a whole. At least the contrary belief is not easily 
demonstrable. And for a theory which asserts the stagnating of the economy 
through the permanent decline in gross investment, it would seem necessary to 
demonstrate that the capital requirements of the whole economy are lowered by 
an innovation which lowers the capital requirements per unit of product in an 
individual firm. At any rate, that demonstration is analogous to the sort of 
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proof which economists have always demanded from anyone who sought to assert 
that labor-saving inventions create a permanently depressing effect. The 
proposition which it would be necessary to prove can be generalized to cover 
“both cases”: that a technological change which lowers a factor input require- 
ment in an innovating firm results in lowering the aggregate input of that factor 
in the whole economy in the long period and thereby depresses the long-period 
equilibrium level of activity. 


VIL 


The argument up to this point appears to indicate that capital-saving and 
labor-saving innovations (in the stagnationists’ sense) stand on an equal footing 
with respect to their bearing upon employment.” If that be true, the division 
of technological improvements into two categories constitutes, from this stand- 
point, a distinction without a difference, and it serves no useful purpose. Before 
that conclusion is too speedily accepted, however, there are a few considerations 
which should be noted. They concern the Re-distribution Effect. We found 
above that both labor-saving and capital-saving innovations provide the firm 
an opportunity to reduce its long-period unit costs, and that the same range of 
alternative courses of adjustment which attends the one type of innovation 
attends also the other. The principal source of danger in either case is the possi- 
bility that income may be transferred between persons in such fashion that the 
amount of planned saving will increase disproportionately. 

The question which now presents itself is this. Are there any reasons for 
expecting this shift, which we have denominated the Re-distribution Effect, to 
occur more frequently or more strongly in consequence of capital-saving innova- 
tions than it does in consequence of labor-saving ones? If we restrict our view 
to the narrow definitions, we find that a labor-saving device discharges some 
workers and diverts a part of the employer’s outlay formerly paid to them to the 
purchase of machines, where it is divided in some fashion between productive 
agents in the machine-making firms. The difference between what wus formerly 
paid by Firm A for labor and what it will now have to expend for machine opera- 
tion will be translated into lower prices or higher profits per unit. A capital- 
saving device, on the other hand, accomplishes a cost reduction by decreasing the 
amount of outlay formerly paid by the firm to the machine-making trade. (Here 
we use machinery as a short-hand symbol.: The difference between the old and 
the new outlay on machinery account may be disseminated in either of the ways 
indicated in the labor-saving case. On the basis of this narrow definition, there 
appears to be no a priori reasons why the Re-distribution Effect is any more 
likely in the capital-saving than in the labor-saving example. (Indeed, perhaps 
a case for the opposite expectation could be supported, since the initial transfer 
associated with a labor-saving innovation comes wholly from labor income, 
whereas that associated with a capital-saving improvement comes from the out- 


25 A similar result is reached, through other methods, by Dr. William Fellner in his 
article on ‘‘The Technological Argument of the Stagnation Thesis,’’ Quarterly Journal of 
Economics, Vol. LV, No. 4, August 1941. 
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lay formerly going to the machine-making firms, where presumably not all of it 
was received by labor.) 

The adoption of a capital-saving improvement will have another result which 
should not be overlooked. It will be recalled that the stagnation economists view 
with some alarm the fact that many business firms, especially those in the manu- 
facturing and utilities fields, follow the practice of making annual charges for 
depreciation. This procedure is believed not only to make the corporation 
independent of “external” sources of saving and increase the possibility that 
planned saving and planned investment may in some periods not coincide, but 
possibly also to increase the total amount of saving. There are reasons for be- 
lieving that it is not safe to take the accounting debits for depreciation as a 
mesure of business saving. Nevertheless, to the extent that this method of 
measurement is valid and reliable, the possibilities which the stagnation econo- 
mists describe are real. What is the connection between depreciation allow- 
ances and innovations? If a firm installs a capital-saving device, the cost of the 
new equipment will be lower than that of the old type. Under any commonly- 
used system of depreciation accounting, therefore, the annual charges for depre- 
ciation will be lower than they had been before the innovation. This will mean 
that, if depreciation allowances are to be considered as funds available for 
investment and if in some periods the firm decides to refrain from investing, the 
possibility of dislocating effects is reduced by a capital-saving improvement. An 
innovation of the labor-saving type, on the other hand, would influence deprecia- 
tion charges in the opposite direction. It should be emphasized, however, that 
the discussion in this paragraph has employed the stagnationists’ definition of a 
capital-saving innovation. Whether the total amount of saving through depre- 
ciation allowances in the whole economy will be altered depends upon whether 
an innovation which saves capital in one firm will actually reduce the aggregate 
amount of capital in the entire system, as well as upon possible differences in 
depreciation rates used in different sectors. 

Moreover, if the narrower method of classifying innovations is abandoned it 
becomes even more doubtful whether one type of technological change can be 
expected to create a greater Re-distribution Effect than the other. We have 
observed the difficulty of determining whether a given improvement adopted in 
one firm will prove to be primarily capital-saving or labor-saving for the whole 
economy and the further difficulty of foreseeing whether, once the secondary 
adjustments are set in motion, it will be either one. Although a priort reasons 
why a greater Re-distribution Effect is to be anticipated from the introduction of 
capital-saving methods than from the adoption of labor-saving ones may exist, 
the evidence of such reasons has yet to be adduced.* Nor is the writer aware of 


26 Something of this nature, however, is involved in Mrs. Robinson’s examination of 
inventions with the aid of the concept of elasticity of substitution. The conclusion there 
reached (op. cit., pp. 134-35) is that labor-saving inventions are more injurious to the level 
of employment than capital-saving ones! It has already been pointed out, however, that 
(a) the classification of inventions which she uses is the Pigou-Hicks rather than the stag- 
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any attempt to show by empirical means that the Re-distribution Effect occurs 
more frequently with capital-saving improvements. 

The investigation carried on in this paper has uncovered no reasons to sub- 
stantiate the proposition that innovations of the type called “capital-saving” are 
different in their influence upon the future of employment than those of the 
“Jabor-saving” type.’ Further research, theoretical or empirical, may contro- 
vert these conclusions. But if not, the two supposedly separate classes of techno- 
logical change actually stand on the same footing, so far as their effects upon the 
general level of employment are concerned. 





nation system; and that (b) hers is a long-period equilibrium analysis, rather than a study 
of actual dynamic sequences. 

For a dynamic study, the elasticity of substitution appears to be an inappropriate 
conceptual device. Although it is a useful tool in partial equilibrium analysis, it has a 
dubious meaning in macro-economics. Furthermore, its use in systemic problems would 
be even more contestable if applied to situations where evolutionary changes are involved 
than if confined to point-of-time situations. (Cf. Fritz Machlup, ‘‘The Common Sense of 
the Elasticity of Substitution,’’ Review of Economic Studies, Vol. 11, pp. 202-13, and his 
further note, same Review, Vol. III, pp. 151-2.) 

27 Cf. Fellner, op. cit., pp. 648-51. See the treatment of labor-saving innovations in 
Hans Neisser, ‘‘ ‘Permanent’ Technological Unemployment,’’ American Economic Review, 
March, 1942, pp. 50-71. 
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[The analysis and conclusions presented herein are the author’s and do not 
necessarily represent the views of the U. S. Forest Service.} 


I 


In the immediate post-Civil War period, the lumber industry ranked as the 
largest American industry,’ but it was primarily local in its individual units. 
Total production had grown to 12.8 billion feet b.m. in 1869 and, although the 
Northeast was still the principal production center as well as the chief market, 
the lumber industry had begun its migration to new sources of timber supply in 
the Central and Lake States? 

By 1879 the center of lumber production had shifted definitely to the Lake 
States, with the consequence that the manufacture of lumber was no longer for 
ocal use only.2 The Census of 1880 recorded more than 25,000 sawmills, a total 
spread widely over the Northeast, the Lake, and the Central States, establishing 
permanently the era of strong intra- and interregional competition. 

Canadian competition resulted in the placing of a tariff barrier on imported 
lumber in 1872, retaliation by Canada, then a procession of tariffs through the 
years which reflected an indeterminate tariff policy, but a real apprehension of 
the lumber industry regarding imports from Canada.‘ 

Southern producers entered the competitive field gradually as the more acces- 
sible northern forests were cut over. Georgia, for example, began soon after the 
Civil War to send some of its pine northward to the large lumber markets by 
water, selling it as a marginal species on a low-price basis. It was not until 1890 
that the growing scarcity of northern white pine made it possible for Louisiana 
to send rail shipments to the upper Mississippi area. Yet, shortly after 1890, 
the South took the lead in lumber production, a lead which it held until the 
1930’s.$ 

During the decade of the 1870’s, mill prices of lumber lagged behind the cur- 
rent fluctuating prices in the tributary markets, a characteristic reflecting the 


1U.8. Bureau of Census reports. 


2U. 8S. Department of Agriculture, Statistical Bulletin 21 (1927). Production in 1869 
was listed as follows: Northeast, 4.6 billion feet b.m.; Lake, 3.6; Central, 2.3; South, 1.3; 
All other, 1.0. 


3 Wilson Compton, The Organization of the Lumber Industry (Chicago: The American 
Lumberman, 1916), p. 112. 


4 Lee M. James, ‘‘Lumber Trade Policies,’ Journal of Forestry, XLIII (1945), pp. 83-84. 


5 P. L. Buttrick, Forest Economics and Finance (New York: John Wiley and Sons, 1948), 
pp. 206-207. 


° U.S. Bureau of Census reports. 
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local nature of the lumber industry. The lumber manufacturer was primarily 
interested in the achievement of maximum efficiency in the technology of produc- 
tion. He was entirely willing to leave the problems of marketing to the distrib- 
uting agents.’ 

It is doubtful whether the lumber industry in the nineteenth century was fully 
conscious of competitive industries. Nothing in the literature of the period indi- 
cates any awareness of an outside threat. LLumbermen assumed that as long as 
lumber was produced, lumber would be sold. Not only was outside competition 
minimized; competition within the industry did not gain attention from lumber 
manufacturers until the decade of the 1880’s, when the first trade associations 
were organized. 


I 


The trade organizations which developed in the lumber industry during the 
1880’s began inauspiciously, confining their activities to general matters of edu- 
cation without attempting restrictive practices. In the succeeding decades, 
however, a body of agreements and practices developed which were roundly 
condemned by the U. 8. Bureau of Corporations in its published report of 1914.8 
But before inquiring into the government accusations, it is helpful to gain a per- 
spective of the circumstances which created pressures toward restrictive practices 
during the period 1890-1914 and which, coincidentally, offered obstacles to the 
success of any agreements made. 

In the two decades beginning about 1890, the lumber industry experienced a 
period of most rapid development, expanding to 33,000 individual mills and 
reaching a pea! production of 44.5 billion feet b.m. of lumber in 1909.2 Com- 
petition developed widely, both on intra- and interregional levels, and it was in 
this period that problems of financing and overinvestment first came to plague 
the industry. 

As centers of production moved into more remote areas, it became obvious that 
timber supplies were decreasing. That was a simple physical fact to be observed, 
but it was not obvious how much timber remained or how fast it would grow. 
The Census of 1880 stated the remaining stand of sawtimber to be 856 billion feet 
b.m., yet in 1940, the U.S. Forest Service estimated the greatly diminished saw- 
timber of the United States at 1,764 billion feet.° One might conclude, there- 
fore, that the early conservation leaders were overenthusiastic. Nevertheless 
their doctrine of approaching scarcity was not long unheeded. 

A scramble to obtain timberlands ensued. As speculators joined the field, 
companies with large investments in mills and machinery bought big tracts of 
land at ever-increasing prices. Instead of relying on a 5- or 10-year timber sup- 
ply, lumbermen watching the rising stumpage price spiral expanded their pur- 
chases to include a 20- to 40-year supply of timber." Douglas fir stumpage 


7 Compton, Op. cit., p. 112. 
8 U.S. Bureau of Corporations, The Lumber Industry (1914), 4 volumes. 
® U.S. Bureau of Census reports. 

10 U.S. Department of Agriculture, Yearbook (1940), p. 475. 

1 Buttrick, Op. cit., p. 217. 
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values increased between 1890 and 1916 from $0.10 to $2.50 per M feet b.m., a 
rise which far exceeded the margin allowed between lumber prices and the costs 
of production.” Compton stated that “prices as high as $2.00 to $2.50 a thou- 
sand feet have been actually paid for western timber which cannot economically 
be cut for forty or fifty years to come. Many speculators sold out while stump- 
age prices were high, leaving an overcapitalized fixed investment for later owners 
to struggle with.”"* Concurrently, as stumpage prices rose, valuation and taxes 
also moved upward. The net result was to increase materially the fixed invest- 
ment in lumbering enterprises. 

Another element in the developing burden of fixed overhead was that of exces- 
sive mill capacity. Although average mill production increased regularly 
throughout the period, mill size and the proportion of unused capacity increased 
at an even faster rate.'® 

A further complication lay in the weak financial structure of the lumber indus- 
try. Early in the period, corporations had replaced partnerships or one-man 
ownership, and short-term borrowing had given way to long-term. In its study 
of 1914, the U. 8. Forest Service was able to summarize the industry’s condition 
as follows :'6 


Incomplete records of bonds and other forms of indebtedness on timber lands and opera- 
tions in the southern pine region and the West aggregated $151,000,000. Stockholders’ 
loans, current bank loans and other forms of borrowing apparently had been carried often 
beyond the point of safety. Interest and maturities on the various forms of indebtednness 
formed a heavy charge .... 


All of the circumstances which sharpened the degree of competition within the 
industry also handicapped the chances for success in regulating the industry. 
The spread of the industry into new regions and the increasing numbers of mills 
gave lumbermen the desire to diminish competition artificially; yet the ease of 
making agreements and maintaining them was thereby lessened. Similarly, the 
high overhead cost pressures—the large blocks of inflation-priced stumpage, 
excessive mill capacity, and weak financial structure—were a force toward indus- 
try combination, but by their nature, these same factors conspired to force con- 
tinued production in many mills even when operations were conducted at a loss. 

There was also a certain psychological influence in this early period tending to 
make ineffective any general attempt to control production and prices. The 


12 B. P. Kirkland, ‘“‘Continuous Forest Production of Privately Owned Timberlands as a 
Solution of the Economic Difficulties of the Lumber Industry,’”’ Journal of Forestry, XV 
(1917), p. 35. 

18 Wilson Compton, ‘‘Price Problems in the Lumber Industry,’’ American Economic 
Review, VIII (1917), p. 596. 

14 From census data, it can be calculated that the average sawmill produced 720 M feet 
b.m. in 1879; but by 1909, the average lumber output had grown to 1,350 M feet. 

15 The U.S. Forest Service, as a result of a study in 1914, concluded that sawmill capacity 
had grown ‘‘much greater than the volume of lumber which could be marketed.”” See U.S. 
Forest Service, Report on Senate Resolution 311, (1920), p. 64. 

16 Tbhid., p. 64. 
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lumber industry had much of the rough frontier in it, with a tradition of strong 
individualism. Compton,” who spoke for the lumber industry, suggested that 
one of the restraints on effective combination was “mutual distrust engendered 
by the violation, by some, of principles of trade ethics.” It was possible for 
regional trade associations to prescribe at times for their own members; it was an 


entirely different matter to attempt to unite these competing associations under 
a single unified policy. 


Ii 


An investigation inquiring into high prices and combinations in the lumber 
industry was conducted by the U. 8. Bureau of Corporations from 1907 to 1910, 
the results of which were published in 1914.% The Bureau was emphatic in 
pointing out the monopolistic intent of the lumber associations and supported its 
contention with a great mass of data. 

Many activities of the lumber industry were listed as measures to control 
prices. The Bureau described examples of written price agreements such as the 
Centralia agreement of 1905 on fir lumber, and written agreements for restric- 
tion of output, such as the yellow-pine agreement of 1904. After 1906 fear of 
antitrust law enforcement led to an abandonment of written agreements, but it 


was the Bureau’s contention that the same practices were continued by sub- 
terfuge: 


In some cases the price list which was formerly the basis of the agreement was continued 
under such names as “Market report”, or “Prevailing prices.”...In other cases they 
were issued nominally as a private business enterprise by some friendly printing firm .... 
In both cases there is evidence to show that the lists in question .... were intended to 
serve the same purposes as the former official association lists. . . . “Market reports” or 


“Prevailing prices” were in turn supplanted by a system of “Basis lists” showing ficti- 
tiously high prices.?® 


Furthermore, it was maintained, 


.... there is abundant evidence to warrant the conclusion that, as a result of attempts at 
artificial control, prices have been higher than they would have otherwise been. Indeed, 


this was asserted by officers of some associations prior to 1906 and used as an inducement 
for their support.?° 


Compton referred to the latter claims of lumber officials as “extravagant fanci- 


ful claims.”*! He attacked the Bureau of Corporations’ report vigorously, 
concluding: 


17 Wilson Compton, The Organization of the Lumber Industry (Chicago: The American 
Lumberman, 1916), p. 130. 


18 U.S. Bureau of Corporations, Op. cit. 
19 Tbid., p. 8. 
2 Ibid., p. 11. 


21 Wilson Compton, The Organization of the Lumber Industry (Chicago: The American 
Lumberman, 1916), p. 131. 
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Greater uniformity of lumber prices and less wide temporary fluctuations have indeed 
resulted from association activities. The effect, however, upon the general level and upon 
the historical movements of wholesale lumber prices, of association activity in promotion 
of higher prices, has not beenimportant. The attribution to efforts at organized restraint, 
of a substantial influence upon lumber prices in the United States, finds warrant neither 
in the conditions of the industrial organization of lumber manufacture nor in the statistical 
evidence descriptive of its recent history.” 


In regard to list prices published by the lumber associations, Compton stated 
that “list prices have been almost invariably, and often greatly, higher than the 
prices at which actual sales have been made. List prices have prevented actual 
prices neither from falling lower nor from rising higher.”** Yet it should be 
pointed out that, to be effective, list prices need not agree with actual prices. 
Discount sheets can be, and in fact it was maintained by the Bureau that they 
were, in many instances, used in conjunction with the price lists issued by the 
associations. 

The strongest evidence presented by the Bureau of Corporations was a series 
of charts showing the relationship between list prices and actual prices in the 
period 1889-1910. Diagramming specific species in specific markets, the Bureau 
demonstrated a close correspondence between list prices and actual prices, par- 
ticularly in the case of white pine, hemlock, and West Virginia spruce. Scattered 
among these charts is a pronounced “staircase” structure to the price trend, often 
interpreted to be characteristic of industries under monopolistic control. 

From the welter of evidence presented by the Bureau of Corporations for the 
period 1889-1910, several conclusions appear justified. The various segments of 
the lumber industry repeatedly sought to control prices, either directly or through 
control of production. Many of the attempts broke down at the outset. Other 
attempts were more successful, but few of the agreements were maintained on a 
broad scale for as much as a few years at one time. The intention and hope of 
the industry was obvious, but its success in controlling prices was mixed. 


IV 


World War I ushered in a period of greater difficulties for the lumber industry: 
The old problems continued, but in graver form, and some serious new trials 
developed. 

Important among the changes was the prick to both the “timber famine” 
bubble and the optimism over an ever-expanding lumber market. At the end of 
the war, a large supply of timber was still standing, and it was apparent that the 
old scare of “timber famine” would not materialize for a long time to come. 
There was also the recognition in many quarters that competitive materials were 
cutting into lumber’s markets; the peak year of domestic lumber consumption 
in 1906 signalled the beginning of the secular downward trend in lumber consump- 
tion. Stumpage values continued to rise, but more slowly, and shortly after 


22 Ibid., p. 148. 
% Ibid., p. 133. 
U.S. Department of Agriculture, Report No. 117 (1917). 
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World War I, the increases no longer equaled annual carrying charges. The 
scramble to unload timber began in earnest. 

Perhaps, in the pre-World War I period, relatively concentrated ownership”® 
facilitated industry control of prices and production, although it is doubtful that 
the movement toward concentration had reflected anything more profound than 
a liberal public land policy and a desire for speculation in timberland values. 
But, in the post-war period, the great investments in timber reserves, whose 
speculative value had been deflated, became a burdensome overhead pressing for 
liquidation. Marquis described the large timber holdings as “the greatest single 
force working against sustained-yield management in some regions.’’?? 

Although interest-bearing indebtedness was estimated to comprise only 25 per 
cent of the investment in forest enterprises,?* it continued its role as the most im- 
portant cost of ownership.2® ‘Together with excessive mill capacity, which was 
conservatively estimated to be 1.43 times greater than 1929 production,” it 
added to the burden of overhead pressures toward liquidation. 

The trend in number of sawmills has been difficult to trace because of a change 
in Census classification*! Nevertheless, thousands of mills continued to operate 
and competition remained very strong. The Panama Canal permitted the West 
Coast to make a real bid for eastern markets and gradually its lumber output 
approached that of the South. In the decade of the 1930’s, the West Coast held 
the lead in production, although its margin of superiority was slim.** 

Whether total number of mills changed during the 1920’s or not, a trend toward 
small, portable mills was established** which has been of fundamental importance 


2° R. W. Marquis, Economics of Private Forestry (New York: McGraw-Hill, 1939), pp. 
98-99. 

26 The report of the U. S. Bureau of Corporations on the lumber industry in 1914 implied 
that the concentration of timber ownership was part of the monopoly tendency in the lum- 
ber industry. The Bureau pointed out that 3 corporations alone held 11 per cent of all 
privately owned timber in the United States, that 48 per cent of the privately owned timber 
was controlled by 195 owners. According to the so-called Capper Report, little change in 
timber ownership had been noted by 1920; half of the privately owned timber in the United 
States was in the control of about 250 companies. See U.S. Forest Service; Report on Senate 
Resolution 311 (1920), p. 63. 

27 R. W. Marquis, Op. cit., p. 99. 

28 Ibid., p. 100. 

29U. S. Department of Agriculture, Miscellaneous Publication 218 (1935), pp. 262-264. 

3% National Lumber Manufacturers Association, Charting ithe American Lumber Industry 
(Washington: 1937), p. 13. Mill capacity in 1929 was estimated at more than 53 billion 
feet b.m. A study by another agency credited the industry with even greater excess capac- 
ity, more than 69 billion feet bm. See U.S. National Recovery Administration, Economic 
Problems of the Lumber and Timber Preducts Industry (1936), p. 43. 

31 Census reports eliminated mills producing under $5,000 in value product for 1921 and 
later years. In 1921, 9,000 mills were listed, but this may have represented a total not 
greatly different from the 1919 figure of 26,000 mills. In 1929, the number of mills was 
listed as 12,900; in 1939, 11,500. 

32 U.S. Census reports. 

83 Census reports do not maintain a distinction between portable and stationary mills. 
A fairly good indication of the trends, however, can be gained by dividing mills into a large 
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to the lumber industry’s organizational pattern. This increase in proportion of 
small mills has been noted wherever old-growth timber has been removed and 
reliance for timber supply placed on scattered tracts of second-growth trees. In 
all regions,“ but especially in the South, portable mills have gained a strong 
position. Their very low cost structure permits the marketing of lumber at 
cheaper prices than is possible in the larger, industrial mills. According to the 
Southern Pine Association, the average production cost of its member mills 
(large industrial mills) from 1921 to 1930 was $24.45 per M feet bm. During 
the same period, in the same region, the cost at an average portable mill was esti- 
mated at $17.30 per M feet. The consequence was that as far back as 1930, 
portable mills cut 50 per cent of the lumber in the southern-pine region.* 

These small, chiefly portable mills have offered the most formidable single 
obstacle to effective combination in the lumber industry. The investment re- 
quired in a portable mill is relatively small, and many of the operators do not 
own timber. During a depression in the lumber industry they have turned to 
farming or some other employment, but as soon as profits appeared possible, they 
have returned to lumber production, unconsciously swelling the supply on the 
market and forcing prices downward. Obviously, a restriction of output by the 
organized mills to maintain prices would induce increased production by the small 


unorganized mills, with the probable result of crippling the restrictive policies 
of the trade associations. 


Vv 


In 1922 the Federal Trade Commission published the results of an investigation 
of the Southern Pine Association, the Douglas Fir Lumber Manufacturers and 
Loggers Association, and the Western Pine Association.” The Southern Pine 
Association was accused of being a medium for direct and concerted action on 
prices. The Commission alleged that the trade barometer, a device showing 
orders, production, and shipments, which was issued weekly to the membership 
of the association, was used to regulate production and thereby increase the price 
of lumber; that a large correspondence was carried on between the members 
stressing the idea of decreasing production; and finally, that representatives of 
the leading concerns held frequent meetings at which market conditions, includ- 
ing supply and demand as reflected in the barometers, were discussed and har- 
monious action on prices reached.** 





and a small-size category on the basis of annual lumber production. Using 10,000 M feet 
b.m. as the dividing line between large and small mills, 32 per cent of the total lumber 
output in 1924 came from small mills; by 1938 the percentage had grown to 48. 

34 Even in Canada, the relative increase in small mills has been noted. See A. R. M. 
Lower, The North American Assault on the Canadian Forests (Toronto: The Ryerson Press, 
1938), chapter 15. 

35 Southern Pine Association, Economic Conditions in the Southern Pine Industry (New 
Orleans: 1931), pp. 53-57. 

36 Thid. 

37 U.S. Federal Trade Commission, Report on Lumber Manufacturers Trade Associations 
(1922). 

38 Ibid., pp. 57-60. 
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The Commission’s view of the Douglas Fir Manufacturers and Loggers Asso- 
ciation was similar. A trade barometer, like that used by the Southern Pine 
Association, was the device for production control. Basic price lists fixing the 
relative values of the various lumber items were issued openly, and standard 
discount sheets were issued usually just after general conferences of the manufac- 
turers called by the association officers.*® Regarding the Western Pine Manufac- 
turers Association, the Commission stated: 


Since their organization in 1905, the association members have given united and uninter- 
rupted attention to the control of prices and production. The most undisguised efforts 
of that character were indulged in by this group shortly following exposure of lumber 
manufacturers’ association methods by the Bureau of Corporations in 1914. The exigen- 
cies of the World War merely strengthened the efficiency of their collusion, and there is 
reason to believe that the Commission’s investigation in 1920 has had no deterrent effect.*° 


What the Federal Trade Commission’s investigation revealed was that the 
lumber industry was still frequently hopeful of controlling prices and production 
and that many devices were employed by the associations to achieve this goal. 
As to the success of the efforts, any conclusion must be cautious. It could not 
be proved by the Commission that the lumber industry had won a large measure 
of effective control over production and prices. Any success that may have been 
gained was limited and, at best, sporadic. The obstacles confronting the at- 
tempts at combination were too numerous and complex. 

A Supreme Court decision in 1921 in the Sherman antitrust case against the 
American Hardwood Manufacturers Association involved types of activities 
common to most lumber associations.*t The association had adopted what was 
known as the open-competition plan. Its purpose was stated to be the dissemi- 
nation among members of accurate knowledge of production and market condi- 
tions so that each member might gauge the market intelligently instead of 
guessing at it. It proposed a system of co-operation among the members, 
consisting of the interchange of reports of sales, prices, production, and practices, 
and including meetings of the members for discussion with the avowed purpose 
of substituting “co-operative competition” for “cutthroat competition,” of keep- 
ing “‘prices at reasonably stable and normal levels,” and of improving the “human 
relations” among the members. The Supreme Court held that this plan, as it 
was actually carried out, constituted a combination and conspiracy in restraint 
of interstate commerce within the meaning of the antitrust act. 

The Court’s verdict in the hardwood manufacturers’ case threw doubt on the 
legality of all “open-competition” activities. This was cleared in an important 
decision handed down in 1925 in a case against the Maple Flooring Manufac- 
turers’ Association.“ The Court decided 


39 Tbid., pp. 70-77. 

0 Tbid., p. 93. 

41U. S. Federal Trade Commission, Senate Document 226 (70th Cong., 2nd Sess.), pp. 
17-18. 

4 U.8. Courts, Federal Anti-Trust Decisions, X (1923-1927), pp. 188-209. 
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that trade associations or combinations of persons or corporations which openly and fairly 
gather and disseminate information as to the cost of their product, the volume of produc- 
tion, the actual price which the product has brought in past transactions, stocks of 
merchandise on hand, approximate cost of transportation from the principal point of 
shipment to the points of consumption, as did these defendents, and who, as they did, 
meet and discuss such information and statistics, without, however, reaching or attempt- 
ing to reach any agreement or any concerted action with respect to prices or production or 
restraining competition, do not thereby engage in unlawful restraint of commerce.** 


An inquiry into activities of the Southern Pine Association, the West Coast 
Lumbermen’s Association, the Western Pine Manufacturers Association and the 
California White and Sugar Pine Association was conducted by the Department 
of Justice in 1925.“ This time, however, the Department failed to discover 
activities justifying prosecution under the antitrust laws. The larger investiga- 
tion of the associations above plus the North Carolina Pine Association, made in 
1929 by the Federal Trade Commission, came to largely the same conclusion.“ 
It was the Commission’s belief: 


that there is keen competition in the manufacture and sale of the lumber produced by 
members of the five associations ...., that prices of these kinds of lumber are generally 
the result of competition, and that restraints of trade affecting such prices have been much 
less common than formerly and of little effect ....The decision of the U. S. Supreme 
Court in the maple-flooring case covers the statistical activities of these five associations 
and, in view of this decision, the activities .... are notillegal. This is only true, however, 
so long as the members of the associations refrain from concerted action based upon these 
statistical data.*® 


vI 


In the post-World War I period, the threat of prosecution for antitrust viola- 
tions as well as the accumulating obstacles to effective organization made clear 
to the lumber industry the advisability of remaining within a simpler framework 
of activities. Following the Supreme Court’s approval of “open-competition” 
activities in 1925, the lumber associations were content to rely on the publication 
of pertinent statistics to their members and to educate their members in the use 
of these statistics without, however, seeking agreements about price or production 
control. Not only was the government acquiescent in this type of activity, but 
beginning in 1930, it took an active role in furthering it. 

Complying with a request by the National Lumber Manufacturers Association, 
President Hoover formed the Timber Conservation Board in 1930 for the purpose, 
among other things, of dealing with the problem of the “consequences of overpro- 
duction in the forest industries.’”47 One of the committees of the Board, the 


4 Tbid., pp. 22-23. 

44 U.S. Federal Trade Commission, Op. cit., pp. 316-319. 

45 Ibid., pp. 315-341. 

# Tbid., pp. 339-341. 

47 U.S. National Recovery Administration, Economic Problems of the Lumber and Timber 
Products Industry, (March 1936), p. 248. 
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Lumber Survey Committee, reported quarterly to the U. S. Department of Com- 
merce. Recommendations could be made by this committee “without the indus- 
try being charged with collusion or conspiracy to violate any statute, and... . 
if the Board found that among the difficulties of the industry was that of over- 
production, they could so state and set forth the remedy in a much more authori- 
tative way than could any other organization.’’** 


Recommendations to the lumber industry by the Lumber Survey Committee 
were of the following type: 


Price stability in the lumber industry is preeminently desirable. 
tions in the past three months have been small. 
building revival. 


In some regions fluctua- 
More dependable price levels will aid 
The record of the past few years indicates that building does not in- 
crease in an era of declining prices and costs; rather the contrary .... 4° 


The current effort to reduce stocks and build up order files is bringing the industry to a 


more balanced condition. The present determined efforts to reduce heavy surpluses 
should be continued.” 


Not too much weight should be assigned to the recommendations of such a 
committee as a factor influencing prices. Probably the advice was more effective 
in causing price rises during periods of favorable demand than in holding prices up 
during periods of declining demand. The recommendations of the Committee 
simply fitted into the general scheme of ‘open-competition” activities of the 
lumber associations and can hardly be presumed to have carried great weight. 


vit 


An analysis of the attempts of the lumber industry to regulate production and 
prices reveals an evolution in both the practices adopted and in the circumstances 
evoking those practices. 

The first attempts at combination were made in the 1880’s coincident with the 
development of interregional competition. Activities were educative at first but, 
in the next 2 decades, as competition sharpered at both the intra- and inter- 
regional levels, and as problems of financing and overinvestment came to disturb 
the industry, organizational activities became very dixect in attempting to 
control production and prices. 

The industry was sharply rebuked for antitrust violations by the Bureau of 
Corporations in the report of its detailed investigation which extended from 1907 
to 1910. Although the industry’s efforts had been of mixed success at best, and 
although the obstacles to successful organization were mounting—overinvest- 
ment in mills, overinvestment in timberlands bought at inflated prices, weak 
financing, declining lumber markets together with the increasing challenge of 
competitive materials, competition within the industry extending to all regions, 
and the development of the large, low-cost, and unorganized portable mill 
industry—yet, direct attempts at combination were continued for some years. 


48 Tbid. 


49 Lumber Survey Committee, Report of November 8, 1937, p. 1. 
50 Tbid., Report of February 12, 1938, p. 1. 





ee TE 


eet oo 


es 
— 











RESTRICTIVE AGREEMENTS AND PRACTICES IN LUMBER INDUSTRY 125 


It was becoming increasingly difficult to organize effectively but, from the indus- 
try’s viewpoint, it was becoming increasingly necessary. 

Investigations by the Federal Trade Commission in 1922 indicated that the 
organized sections of the lumber industry were still employing direct methods to 
control production and prices. Their success, however, was still limited and 
spotty. Following this investigation, the industry appears to have changed its 
tactics. In 1925, in the important Maple Flooring case, the Supreme Court 
declared the legality of ‘““open-competition” activities—the exchange and publi- 
cizing of production and price data which did not involve any agreement or 
concerted action as to prices, production or the restraint of competition. 

The industry confined itself to “open-competition” activities, and, in the 1925 
and 1929 investigations by the Justice Department and the Federal Trade Com- 
mission, no serious violation of the antitrust laws was uncovered. The lumber 
associations continued their accepted activities during the decade of the 1930’s 
no longer in fear of prosecution but with the government’s blessing. The Timber 
Conservation Board, organized in 1930, included a Lumber Survey Committee 
whose function was to recommend measures dealing with the problem of the “‘con- 
sequences of overproduction in the forest industries ... without the industry 
being charged with collusion or conspiracy to violate any statute.” 

When World War II began, the Lumber Survey Committee was still in opera- 
tion and, although the lumber industry’s chronic problems had continued un- 
diminished, the industry appeared to be remaining within the antitrust legislation 
and confining its organizational activities to the approved ‘‘open-competition” 
type. 








THE SOUTHERN PASSENGER FARE CASE 


RODMAN SULLIVAN 
University of Kentucky 


On June 11, 1945 the United States Supreme Court rendered a five-to-four 
decision on two similar railroad passenger-fare cases from the South that may be 
of more than passing significance... The decisions reversed two three-judge 
Federal district courts,’ overruling thereby an order of the Interstate Commerce 
Commission.’ 

The Commission’s order had directed that intrastate railway passenger fares 
in Alabama, Kentucky, North Carolina, and Tennessee be raised from 1.65 cents 
per mile to 2.2 cents, that round-trip coach rates be proportionally raised, and 
that sleeping- and parlor-car fares in some of the states also be increased. The 
regulatory bodies of the four states asked for injunctions to set aside the increases. 
The Stabilization Director, through the Office of Price Administration, inter- 
vened in behalf of the states, and the various railroads involved in behalf of the 
defendant Commission. Since the decision of the Supreme Court in this instance 
apparently runs counter to a long line of decisions reaching back to the so-called 
Shreveport Case‘, the facts, the reasoning of the Court (including that contained 
in the dissenting opinion), and the possible implications, appear to warrant brief 
review. 

Prior to 1936 the basic passenger fare in coaches on Class I railroads was 3.6 
cents a mile. Some roads maintained lower intrastate fares. From December 
1, 1933 through November 14, 1937 a number of southern railroads experimented 
with an interstate fare of 1.5 cents for one-way trips and 1.35 cents for round- 
trips. Certain other roads tried a 2-cent interstate fare. In 1936 the Interstate 
Commerce Commission ordered the basic interstate coach fare reduced to 2 cents, 
effective June 30,5 at which level it remained until February 10, 1942 when a 
10 per cent increase was granted to be in effect for the duration of the war and 
for six months thereafter.6 However, it should be noted that the Commission 
order lowering the basic rate to 2 cents did not disturb the experimental rates 
in effect in the South as these fares were held to be not unreasonable or otherwise 
unlawful (p. 257). 

The experimental rates were increased to 2 cents one-way and 1.8 cents round- 
trip through January 14, 1939 when they were again dropped to the former 1.5 
and 1.35 cents level, at which point they remained until February 10, 1942 when 


1 State of North Carolina et al. v. United States et al., 325 U.S., 65 S. Ct. 1260. 
State of Alabama et al. v. United States et al., 325 U.S., 65 St. Ct. 1274. 

2 Eastern District of North Carolina, 56 F. Suppl. 606. 

Western District of Kentucky, 56 F. Suppl. 478. 

3258 I.C.C. 133. 

4 Houston, E. and W. Texas Ry. Co. v. U. S., 234 U.S. 342 (1914). 

5 Passenger Fares and Surcharges, 214 I.C.C. 174. 

* Ex parte 148, Increased Railway Rates, Fares, and Charges, 1942, 242 I.C.C. 545. 
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the 10 per cent blanket increase took effect, bringing them to 1.65 and 1.485 
cents, respectively. October 1, 1942 they were raised to 2.2 and 1.98 cents at 
which point they remain. When the carriers approached the separate state 
authorities in the areas where the lower fares had been maintained for permission 
to bring intrastate fares to parity with interstate fares, the request was denied in 
Alabama, Kentucky, North Carolina, and Tennessee. On May 8, 1944 the 
Commission ordered intrastate fares increased to the basic 2.2 cent level. The 
carriers then initiated proceedings to compel compliance with the Commission’s 
order. It was found convenient to maintain two separate actions, from which 
appeals to the Supreme Court were taken.” 

In a brief review, it is obviously impossible to summarize the lengthy argu- 
ments of counsel in this case. It is proposed to offer three suggestions having to 
do with the possible reasoning that lay back of the Court’s decision. 

The first is the difficult task of proving conclusively that lower intrastate 
passenger fares are unduly preferential or prejudicial. The Interstate Commerce 
Commission has never held that it was its duty to force intrastate rates to con- 
form with interstate rates merely because a variation existed. In Rates onRaw 
Dolomite and Fluxing Stone in Ohio, the Commission said: 


We have no authority to increase intrastate rates unless it is clearly shown that they are 
working injury to shippers or localities in interstate commerce or discriminate unjustly 
against such commerce. It is also well settled that a mere difference in rates is not enough 
to establish such facts. It must be shown that the difference in rates, actual or relative, 
is the moving factor in creating undue prejudice to competing shippers in interstate 
commerce or in casting an undue burden upon or obstructing such commerce.® 


In the production of goods comparative transportation costs are of paramount 
importance. In many cases slight variations in freight charges on raw materials 
or finished products can turn satisfactory profits into serious deficits, or even 
force cessation of operations altogether, perhaps entailing thereby disastrous 
losses from sunk costs. The closeness of competitive pricing makes readily 
discernible real or apparent advantages in this field enjoyed by a competitor. 
It is not so easy, on the other hand, to prove that a passenger going beyond the 
state line in any way suffers from or is damaged by a lower per mile charge for 
transportation of a fellow passenger whose destination is short of the line. 
Passengers have various and sundry reasons for traveling, and it is only by a 
considerable stretch of the imagination that a case can be envisioned in which 
the lower charge for the intrastate ride upsets any competitive relationship. 
The state railroad regulatory bodies bore down hard on the fact that not a 
single person or locality protested the lower intrastate passenger fares. The 
carriers took the position that there was bound to be undue preference since 
the intrastate passengers usually roade on the same trains, in the same coaches, 


7 For the history I have relied mostly upon the petition prepared by J. E. Marks, of 
counsel for Kentucky and Railroad Commission of Kentucky. The essential facts are also 
in the Supreme Court decision. 

8 188 I.C.C. 495, at 511, 512. 
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and often in the same seats with interstate passengers. However, the Court, 
referring to the Wisconsin Case,° had the following to say (paragraph 9): 


In Wisconsin Railroad Commission v. C. B. and Q. R. R. Co., this Court refused to sustain 
a Commission order nullifying all state passenger rates because of a discrimination against 
interstate travelers and against localities. The Commission had found there, as here, 
that state and interstate passengers rode on the same trains, in the same car, and perhaps 
in the same seats. It had found there, as it did here, that this constituted an undue 
discrimination against interstate passengers, and it issued a general sweeping order against 
all intrastate passenger rates. This Court pointed out that the order went far beyond the 
principles announced in the Shreveport case and declined to sustain the statewide order 
on this phase of the case. So here, the finding that interstate passengers paid higher 
fares than intrastate passengers for the same facilities is an inadequate support for nulli- 
fying state rates on the ground that they constitute unjust discrimination against inter- 
state passengers. 


The railroads presented evidence to show that it is possible under some cir- 
cumstances for passengers in interstate commerce to take advantage of the low 
intrastate rates either by buying a ticket to the last stop short of a state line and 
getting off and purchasing a ticket from there to their destination, or, by staying 
on the train all the way, in which case they paid the additional fare if called upon 
to do so. For example, a ticket from any point in Kentucky north of the Ten- 
nessee line to Ludlow, Kentucky, would take the intrastate fare. There the 
passenger could get off and ride the city bus across the river into Cincinnati. 
If he chose to stay on the train and ride into Cincinnati Terminal, he could, if 
detected by the conductor, pay the interstate fare between those two points. 

Curiously enough, the carriers did not attempt to prove that passengers ac- 
tually did resort to such practices. They merely cited numerous examples where 
it was possible to do so, and quoted conductors as saying it was being done. 
Naturally the opposition thrust aside the evidence as being based upon hypoth- 
esis and hearsay and not upon established reality. There does not appear to 
be any obstacle to the establishment of at least prima facie evidence that the 
practice is rather widespread. In the Ludlow case cited above, it is obvious that 
the number of passengers getting on or off there, is all out of proportion to the 
importance of this railroad-shop suburb of Cincinnati. The least the carriers 
might have done was present as evidence the number of tickets sold to and from 
Ludlow to points on the Southern Railway in Kentucky, to or from Covington, 
Kentucky, to points on the Louisville and Nashville in Kentucky, etc. Also it 
would have been an easy matter to get depositions from reputable citizens that 
the practice is widespread and accepted as a commponplace. 

The second point is the failure to establish the carriers’ need for revenue. This 
omission made inapplicable a line of decisions upholding the Commission’s 
authority to increase intrastate rates and fares. The so-called Wisconsin Rate 
Case” was decided largely on the ground that the lower intrastate fare of 2 cents 
per mile required by the Wisconsin Railroad Commission might place a burden 


9 257 U.S. 563 (1922). 
10 R. R. Commission of Wisconsin v. C. B. and Q. R.R. Co., 257 U. S. 563 (1922). 
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upon interstate commerce if interstate fares of 3.6 cents per mile were necessary 
to provide adequate railway service. Counsel for the states did not fail to point 
out that no cost studies were put forward purporting to establish the fact that 
the carriers were as of that time carrying on their intrastate passenger business 
at a loss. The heavy volume of traffic in the three-year period prior to the 
Court’s decision made it an especially inauspicious time to attempt to prove that 
passenger traffic of any kind did not pay its own way. The Court pointed out 
that the Commission had held a rate of 2.2 cents to be just and reasonable: 


The same trains in general carried both interstate and intrastate passengers; the North 
Carolina railroads to which the intrastate rates were applied would have received $525, 
000 more annual income from the passengers they carried had the 2.2 cents interstate 
rate been applied; from this the conclusion was reached that intrastate traffic was “not 
contributing its fair share of the revenue required to enable respondents to render ade- 
quate and efficient transportation service.”'! This conclusion of the Commission, if 
based on findings supported by evidence, would justify its order.!” 


The Court then analyzed certain other rate cases to show that they were not 
analogous. Florida v. United States was rejected because intrastate rates were 
shown not to be yielding their fair share of adequate revenue, and Railroad Com- 
mission of Wisconsin v. Chicago, B. and Q. because that case was decided before 
the repeal by the Congress of the recapture clause contained in the Transporta- 
tion Act of 1920. Under that clause the Commission was required to prescribe 
rates that would enable the carriers as a whole or in groups to earn an aggregate 
annual net operating income equal to a fair return on the aggregate value of 
property used in transportation. Railroads under the 1933 act were to be treated 
upon an individual basis. The Court concluded: 


The Commission made no findings as to what contribution from interstate traffic would 
constitute a fair proportion of the railroad’s total income. It made no finding as to what 
amount of revenue was required to enable these roads to operate efficiently. Instead, it 
relied upon the mere existence of a disparity between what it said was a reasonable inter- 
state rate and the intrastate rate fixed by North Carolina. It thought this action was 


justified by the Court’s opinion in Illinois Commerce Commission v. United States, 292 
US. 474. 


It was pointed out that that case dealt with switching movements in a switching 
district and did not involve a sweeping statewide order. 

On the matter of comparative service furnished intrastate and interstate 
passengers there was considerable wrangling before the state commissions and the 
district courts. The carriers strongly contended that no substantial difference 
existed, but they were hoist on their own petard by exhibits taken from their 
timetables. For example, it was shown by counsel for Tennessee that the crack 


11 Ibid., Paragraph 8. 
12 Ibid., Paragraph 9. 
18 292 U.S. 1. 

14 257 U.S. 563. 
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trains, City of Miami, South Wind, and Dixie Flagler, handle no intrastate 
passengers in Tennessee. It was further pointed out that passengers on several 
branch lines of the Nashville, Chattanooga, and St. Louis traveled in trains 
hauling freight also. 

The Court took notice only once of these service variations. In inferentially 
commending North Carolina for its procedure, it remarked by way of introduc- 
tion that “no one but the state had power to readjust its internal intrastate rate 
structure,” and then went on to add: 


This it undertook to do by a hearing focused upon the state railroads individually and 
collectively. Four railroads were denied the increase ....Other roads were granted 
the increase. Its order to this effect rested on evidence as to the differing quantities of 


intrastate and interstate accommodations afforded as well as the net revenues of different 
roads.!® 


The dissenting opinion’® placed emphasis on the experimental and “discre- 
tionary” aspects of the lower charges by some southern railroads. It stressed 
the fact that the Commission had already thoroughly investigated the question 
of passenger rates!’ and had arrived at an interstate rate of 2 cents (2.2 cents for 
the duration of hostilities and six months thereafter) which was necessary to 
produce adequate revenue. 


The interstate maximum was adopted by the Commission on the assumption that the 
intrastate rates would be adjusted to the same level. Therefore revenue from intrastate 
rates at the interstate fares is required to produce the needed income ... . If it appears 
that interstate fares have been fixed with the supposition of an equal level for intrastate 
fares, then it is clear that intrastate rates are not producing their expected revenue. 


The dissent held that the case was not an isolated one, being in fact “but an- 
other step in the comprehensive regulation by the Commission of the general 
passenger-fare structure. . . . The Commission may conclude that the carriers’ re- 
quired revenue may best be obtained from intrastate passenger fares rather than 
from freight rates. The reverse was once true. Cf. 214 I.C.C. at 227. These 
are matters for Commission decision.” 

The third suggestion is speculative, perhaps nebulous. Some students of 
trends of Supreme Court decisions have thought they sensed a hardening of 
attitude on centralization of power in the Federal government exemplified in a 
receptive mood toward restoration of functions and responsibilities to state and 
local units. Certain it is that political scientists are worried over the decided 
drift in the direction of centralization so evident in the last fifteen years. If the 
movement is to be reversed or even retarded there must be awareness on the part 
of both public official and ordinary citizen that state and local governments do 
have a vital function to perform, and that they are in a paramount position to 
make effective government of, for, and by the people. 


18 Paragraph 11. 
16 By Reed, concurred in by Stone, Frankfurter, and Roberts. 
17 214 I.C.C. 174; Ex parte No. 149, 248 I.C.C. 545. 





ey Ee ee 


or > 


THE SOUTHERN PASSENGER FARE CASE 131 


No proof is available that such has been the leaning of the Court or any seg- 
ment of it. It is true that during the oral hearings before the Court one of the 
justices asked what was the use of having state commissions if disparity between 
interstate and intrastate rates was to be considered as prima facie evidence of 
need for readjustment.1® But one swallow must not be construed as proof that 
spring has come. However, the writer agrees in principle with any decision, not 
contrary to the Constitution and the express will of the people, that makes for 
greater responsibility for local problems at the local level. 

There can be no doubt that this decision somewhat complicates the regulatory 
picture. The carriers and the regulatory bodies are made somewhat less certain 
of what the law is. Without doubt it encourages state commissions to feel that 
they have yet a function to perform. The time at which the decision was ren- 
dered may have been of the highest significance. On June 11, 1945 it was im- 
possible to say how long hostilities were going to last. No end was in sight for 
the period of lush revenues enjoyed by the carriers. The majority opinion took 
cognizance of the heavy excess-profits taxes paid by the railroads involved. 

On the other hand the decision is likely to have an adverse effect upon the 
willingness of the roads to experiment in an effort to arrive at fares which will 
yield the maximum net revenue. They have been criticized for not introducing 
greater flexibility into the rate structure through just such experiments as were 
initiated by the southern carriers concerned. Now they are faced with the fact 
that once a rate has been lowered it may be difficult if not impossible to restore 
it to former levels. Ironically enough, the southern carriers which did not give 
the public the benefit of lower charges during the period of experimentation are 
now enjoying a higher intrastate rate. As long as the carriers were taxed to 
capacity to move the passengers seeking transportation, it is certain that the 
lower rates offered by the roads in question could do them no possible good in the 
way of added revenue. Now that space is once more available, their added in- 
come will depend to some extent upon the elasticity of demand for passenger 
transportation. Since high monetary incomes make for less elasticity of de- 
mand for such services, the roads very likely would prefer to have the higher rates 
and a few less passengers. 


18 Supplied from memory by counsel for the states. 











SOME MISCONCEPTIONS OF BANKING 
AND INTEREST THEORY 


J. CARL POINDEXTER 
Roanoke College 


It is a familiar fact to students of economics that, as a result of the expansion of 
commercial bank loans and investments, the volume of bank deposits may be 
greatly augmented. The greater part of bank deposits originate through the 
exchange of the less liquid and less acceptable promises-to-pay of the banks’ 
customers for the more liquid and acceptable promises-to-pay of the banks. 
Most of the deposits to which bank loans or investments give rise tend to re- 
main in the banking system in the form of demand balances subject to somebody’s 
check. When banks simultaneously expand their loans and investments, the 
flow of cash into and away from any given bank tends to be synchronized at a 
level which leaves most of its deposits intact. If a particular bank increases the 
amount of its loans or investments, it may very well happen that cash or cash 
balances of an approximately equivalent amount will be lost to other banks. 
When this occurs, however, the banks with which this money is deposited will 
enjoy an accession of cash or cash balances which, in turn will form the reserve 
basis for a new series of possible loans and investments. This process may con- 
tinue, in cumulative fashion, until the total amount of deposits to which they 
give rise, exceeds, by several times, the amount of either the total reserves or 
invested capital of the whole banking system. In general, the limit to such a 
process of multiple expansion is set by the customary or legal requirements as to 
the ratio of reserves to bank liabilities (principally deposits). 

Inasmuch as the obligations of those who borrow from the banks are, in effect, 
converted into a generally accepted medium of payments, several perplexing 
questions present themselves. Precisely what do banks lend? In what sense 
and to what extent do they manufacture the “money” which they lend? Are 
the interest charges exacted by credit or money-creating banks an altogether 
warranted exaction from the community—especially when it is the government 
in whose behalf the banks “‘create”’ deposit credit (“money”)? Are bank interest 
charges to be considered as a reward for essentially the same kind of sacrifice as 
that for which the individual is paid interest when he lends his personal savings? 
Or is the interest charge by banks to be considered as merely a fee for certain 
valuable services rendered to borrowers and, possibly, the community at large? 
A vast literature has been devoted to these questions, and the principles by which 
they are to be answered have been elaborated in one connection or another by 
various writers. Nevertheless, the fact that able students of monetary phenom- 
ena still differ in their interpretations of the nature of bank credit is indicative 
of the obscurity with which the subject is still shrounded. 
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I 


In the welter of literature, we may distinguish two diametrically opposite views 
concerning the role of the banker and the nature of bank credit. The first is 
that commonly held by bankers themselves. They regard themselves as mere 
intermediaries who can lend only as much money as depositors leave with them. 
For example, the late eminent English banker, Walter Leaf, contended that 
“banks can lend no more than they can borrow—in fact not nearly so much. If 
anyone in the deposit banking system can be called a ‘creator’ of credit it is the 
depositor; for the banks are strictly limited in their lending operations by the 
amount which the depositor thinks fit to leave with them.’”? An opposite view 
is that banks do not lend anything at all, but simply sell their services as under- 
writers or guarantors of the future value of their borrowers’ assets. 

Among those who insist that banks are essentially not lenders at all is Mr. 
Arthur Dahlburg.2 His reasoning runs as follows: Because the deposit liabilities 
of the banker pass current as money, those who have “valuable but clumsy 
assets, like goods in process, farms, factories, ‘accounts receivable’, and even 
speculative prospects—assets which cannot be conveniently broken up and 
handed out as money to workers and manufacturers in exchange for labor and 
materials—come to the banker when they want to engage in exchange to get him 
to help them convert their assets into a usable and acceptable form ....The 
borrowers want the banker to underwrite their judgment to the effect that their 
assets have a definite worth. For this assistance they are willing to pay him a 
fee and to extend to him, for the duration of the transaction, a contingent claim 
against their assets.’ 

Thus, according to Dahlburg, the essential function of bankers is not to lend 
money but simply to evaluate and convert the less liquid assets of borrowers into 
the more liquid and acceptable form of demand liabilities of the banks.‘ Al- 
though the creation of de facto money is an undeniable, incidental result of the 
process, he regards the banker’s (interest) reward as essentially a mere fee for 
services rendered to borrowers. Hence, he is led into the distinction between 
‘‘possession interest”’ and “conversion interest.”’ Possession interest he defines 
as “the premium paid to ‘savers’ for delegating to others the jurisdiction 
over their money,” while conversion interest is a fee paid to bankers for the serv- 


1 Walter Leaf, Banking, p. 102. 

2 See Monograph No. 25, Temporary National Economic Committee, pp. 54-58, and 72-73. 

3 Loc. cit. 

4 The following constitutes another typical statement to the point: ‘‘. . . misconception 
grows out of the familiar and erroneous thought that the bank lends something—usually 
described as‘money’. . . . Thinking of banking as a process of exchanging credit of one type 
for credit of another, it is at once seen that considerable modification of this view is needful. 
The bank’s credit contract . ..is a contract of guaranty rather than a time contract. It 
is quite true that the guaranty is to last for a definite time, and for that only, but that is 
merely a convenient way of limiting the liability of the bank.’”’ See H. P. Willis, J. M. 
Chapman and R. W. Robey, Contemporary Banking, pp. 294-5. 
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ice of converting the credit of borrowers into bank balance (credit money). 
Although this way of looking at the matter makes interest a reward for two differ- 
ent kinds of service, Dahlburg points out that, because borrowers “are as willing 
to pay a ‘saver’ 6 per cent for the use of existing money, as to pay a banker 6 
per cent for the creation of an additional supply of it,”’ the supply of “old” and 
“new” money is competitive and, therefore, its cost (interest) is approximately 
the same.5 

While the distinction between “possession” and “conversion” interest may 
serve as a useful descriptive device in relation to an economy in which the factors 
underlying the volume of bank credit are subjected to dynamic disturbances, the 
writer does not regard this dichotomy between bank lending and individual 
lending as valid in principle. Not only is it of questionable validity; it is also 
misleading. It seems to the writer that a true explanation of the nature and 
cost of bank credit must be developed along the lines of the traditional or ortho- 
dox theory of interest. Although the results of this approach may appear to be 
divorced from reality in respect to actual conditions existing at a particular time, 
it has the virtue of delineating the norms which the forces underlying society’s 
monetary institutions tend to establish if undisturbed by adventitious influences. 
In any case, when the phenomenon of bank credit creation is analyzed in terms of 
normal economic relations, it can be demonstrated that there is no inherent 
quality about such credit which requires an essentially different conception of 
interest from that applicable in the case of the individual saver-lender. 

For purposes of analysis, let us assume that the country has a stationary popu- 
lation, a static technique of production, stable habits of money payments, and a 
banking system which operates on some customary fractional reserve. Assume 
also that all of the country’s banks have long since expanded, and have main- 
tained their loans, investments and deposits up to the maximum level permissible 
on the basis of the fixed amount of available reserves. After the development of 
conditions of this sort, it can be shown that banks act as mere intermediaries 
into whose hands depositors entrust their idle funds which the banks, in turn, lend 
out to their borrowing customers. The funds which depositors commit to the 
custody of the banks have their real counterpart in that portion of the commun- 
ity’s wealth which is utilized for working- or fixed-capital purposes. In other 
words, the inverted pyramid which the credit structure of the banking system 
presents is to be thought of as representing a corresponding amount of the com- 
munity’s real savings. After the banking system has exhausted its power to 
expand loans and investments, and after all of the interrelated factors—in par- 
ticular the volume of money savings and real savings—have adjusted themselves 
to the institutional or artificial expansion of the money supply, the real value of 


5 Loc. cit. 

6 Nevertheless, it should be noted that essentially the same distinction in question is 
accepted without reservations or criticisms by nearly all writers of economics textbooks and 
even the more specialized literature on money and banking. An outstanding exception is 
to be found in the treatment of interest which Garver and Hansen present in their Prin- 
ciples of Economics, Chapter XXVI. 
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the aggregate volume of bank deposits has its counterpart in the real value of 
goods which borrowers hold in the various stages of production, ranging from 
raw materials to finished goods. As one writer has put it, in such an adjusted 
economy as we are assuming, “The real value of a country’s bank-money is the 
same thing as the amount of real savings which the public has put in the past at 
the disposal of industry through the medium of the banks.””? In extending 
any particular individual a loan of a certain sum of money, the lending bank is in 
effect conferring upon the borrower a claim to a corresponding fraction of the 
wealth of the community whose real value is matched by the real value of goods 
which some anonymous depositor has refrained from exercising the right to con- 
sume. Thus, in the equilibrium situation, the substance of that which banks lend 
is identical with that which depositors save. Unless there is an accession of 
additional reserves which are utilized to expand the net volume of loans and 
investments, or a change in reserve requirements, all new loans are mere replace- 
ment loans. Some borrowers may remain continuously in debt while others 
may be alternately getting into and out of debt to the banks with which they deal. 
But, for the community as a whole, the aggregate volume of borrower indebted- 
ness will remain constant, assuming that the banks maintain the volume of their 
earning assets and income at the equilibrium maximum by replacing old loans, 
as they are retired, with new ones. Correlatively, the aggregate volume of the 
banks’ liabilities, as represented by their deposits, will also remain constant. 
Indeed, a state of affairs in which borrowers as a class are continuously in debt 
to the banks and the banks continuously in debt to their depositors as a class is a 
necessary condition for the successful performance by the banks of their economic 
function as agents through which their depositors’ savings are continuously 
invested. 

Let us illustrate by a hypothetical example how, under our assumptions, 
the substance of the value embodied in bank loans and investments is 
equivalent to the real savings of depositors. Suppose that all depositors 
decide to consume the whole of their past savings as embodied in their bank 
balances and that the goods which they wish to consume are identical with 
the goods which borrowers from the banks are in the process of producing.’ 


7D. H. Robertson, Essays in Monetary Theory, p. 42. 

8 This assumption is, of course, quite unrealistic for several reasons. First, the greater 
part of the proceeds of commercial loans is used to finance intermediate stages of production 
and only a fraction of the goods in process represent immediately consumable commodities. 
Second, for technological reasons, it would not be possible for borrower-producers to effect 
the required synchronized completion of the borrowed resources in process of production 
if depositors suddenly attempted to retrieve and consume the whole of their previously 
alienated savings. Third, the deposits of borrowers normally constitute a large proportion 
of total bank deposits. (The significance of this, however, is modified by the fact that the 
deposits of borrowers, which individually are constantly being built up or depleted, tend 
to remain constant in aggregate amount, and represent real savings of propertied borrowers 
from the banks. Moreover, the proceeds of bank loans and investments are used by busi- 
ness borrowers and indirectly their employees, to buy goods not only from the community 
at large but also from each other.) But, since we are concerned with merely the abstract 
question of the identity of the aggregate real value of that which borrowers owe (through 
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Suppose also that bank borrowers are going to cease production as fast as their 
productive resources can be converted into finished goods and that, simultane- 
ously, the goods are going to be bought by those whose past savings have been 
deposited with the banks. As depositors buy the goods in question, paying for 
them by drawing on their bank balances, those who have borrowed from the 
banks to produce the goods will accumulate and deposit the claims against the 
banks represented by the checks of the depositors who have decided to consume 
their savings. After depositors have thus spent al! of their savings as represented 
by their bank balances, and after producers have used the checks (by which the 
balances of depositors are transferred to them) to retire their bank loans, the 
wealth previously utilized by borrowers will have been surrendered to depositors. 
Simultaneously with the assertion by depositors of their claims to real savings, 
their monetary counterpart, as previously embodied in the bank credit structure, 
will vanish. Those who were previously borrowers (through the medium of 
banking system) of accumulated wealth will have returned the real equivalent 
to those and their successors whose real savings provided the original basis of the 
bank credit which will have been liquidated. 

In their loan operations, as we have noted, banks substitute their credit for 
that of their borrowers and, because of the general acceptability of bank credit 
as a medium of payments, the effect is to convert the credit of borrowers into 
‘near money.” But, after the real economic relations of the community have 
become adjusted to the conventional use of bank deposits in lieu of standard 
money, the monetization of the credit of each particular borrower takes on the 
aspect of a mere incident to the important banking function of giving effect to 
the real savings of depositors. 

In the analysis so far, we have taken the existence of the bank credit structure 
and the real savings to which it corresponds as given phenomena. What was the 
required condition for the emergence of these two corresponding phenomena? 
The answer is a net increase in the volume of real saving on the part of depositors 
in the course of past economic development. Doubtless such a growth of real 
savings took place simultaneously with the evolution of commercial banking 
during the past centuries. In any event, from time to time as the total amount 
of real savings caught up with previous expansions in the volume of bank-credit 
money, banks lapsed into the role of mere custodians and distributors of the sav- 
ings of depositors. In such an adjusted situation, it could be said with accuracy 
that the power of the banks to lend was limited to what depositors left with them. 


II 


The view that banks are intermediaries implies a state of affairs in which the 
purchasing power lent by banks was first lodged in the banks by depositors. 





the medium of the banking system) to depositors, we may, for purposes of analysis, disre- 
gard the unrealistic aspects of our assumptions and suppose that, for one reason or another, 
producers are able to complete, and depositors are desirous of and able to obtain, all of the 
goods whose processing is being financed through bank credit. 
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This, of course, was the case when banking was in its infancy and money consisted 
principally of wealth mediums. But when banks began lending their own credit, 
the role of the banker took on a new aspect. Deposits no longer depended solely 
on lodgments of money by depositors. The process of bank lending came tobe 
accompanied by the creation of deposits, or, originally, their equivalent in the 
form of bank notes. This introduced a highly dynamic element into the econ- 
omy. Also other dynamic elements which we have excluded by assumption have 
been at work historically. Therefore, to make our inquiry more realistic, let us 
now remove the previous assumptions that population, technical efficiency, 
habits of payment, gold reserves, etc., have long been stationary. Would the 
previous analysis be invalidated? Would the role of the banking system still be 
that of an intermediary? 

In a dynamic economy in which all of the previously mentioned factors are 
subject to change, one would expect such instability of basic economic data to 
exert continuously disturbing influences on previously existing equilibria between 
the aggregate supply of goods and the aggregate monetary demand for goods. 
These would produce corresponding distortions in the real economic relations 
previously existing between bank depositors and bank borrowers. Only in the 
improbable event that all of the relevant factors changed in compensatory degrees 
and directions would the bank credit pyramid reflect the correct ratio between 
voluntary money saving, on the one hand, and voluntary real saving, on the other. 
In the absence of the required dynamic adjustments, the result of the disturbing 
changes would be to impose involuntary real saving or dissaving on the commu- 
nity (including depositors) via a rise or fall in the price level. 

In this connection, the significant historical role which gold has played as the 
basic monetary reserves of the banking system should be noted. Prior to the 
development of commercial banking, money consisted, for the most part, of the 
precious metals. This, of course, imposed a rigid physical limitation on the sup- 
ply of money relative to the incipient expansion in the monetary needs of industry 
and commerce. It is highly probable that the phenomenal industrial progress of 
the last century or two would have been greatly retarded had institutions not 
developed through which the monetary use of the limited supply of precious 
metals could be economized. This is precisely what the emergence of commercial 
banking made possible at the critical juncture in modern economic history. The 
evolution of fractional reserve banking permitted the substitution of a highly 
convenient and more economical money medium whose supply could be expanded 
by a multiple of the available quantity of monetary gold. Because, in the 18th 
and 19th centuries, there was a great expansion of population, industrial effi- 
ciency, production, and real saving, concurrently with increased gold production 
and a great expansion in the supply of bank-credit money, history and theory 
support the view that the real value of the expanding bank credit pyramid has 
actually borne a reasonably close secular relationship to the real value of the 
voluntary savings of depositors. If this be a correct view, it follows also that the 
pyramiding of bank credit was the fortuitous factor by virtue of which secular 
deflation and involuntary dissaving were avoided or minimized. Perhaps it may 
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be said that, in effect, a sort of dynamic equilibrium was maintained through the 
growth in the power of commercial banks to provide depositors with their supply 
of money claims which, in general, expanded pari passu with their voluntary real 
savings—savings which the banks simultaneously lent out to borrowers. Insofar 
as this generalization is correct, it follows that, historically, the essential role of 
commercial banks has been that of responsive intermediaries. 


I 


Reverting to Dahlburg’s distinction between ‘‘possession interest”? and ‘“con- 
version interest,” we may say that, insofar as the nature of bank credit conforms 
to the description presented above, there is no apparent reason for distinguishing 
between the nature and necessity of interest on money saved and loaned by an 
individual, on the one hand, and money originated and loaned by a bank to 
customer, on the other. In both cases, the effect of the loan is to confer upon the 
borrower a claim to a part of the community’s goods, and likewise in both cases, 
the real source of the loan is somebody’s saving. Saving means refraining from 
the present consumption of goods over which one has disposal. This involves a 
sacrifice for which a reward in the form of interest is normally forthcoming. The 
amount of this reward, as expressed by the rate of interest, may be said to be 
determined by the supply of and demand for such saving.® Of course, a bank, 
being an impersonal entity, does not undergo the sacrifice entailed by an individ- 
ual saver; but as an intermediary between the borrower and the real lender (the 
depositor), the bank is obliged to reward the depositor for saving and making his 
savings available to the bank which, in turn, lends them to its borrowers. The 
bank has to pay the depositor interest or the real equivalent in the form of serv- 
ices whose net value-amount is sufficient to induce the depositor to lend his 
savings to the bank. In other words, from the functional standpoint, the bank 
may be considered as the depositor’s agent who administers the lending of the 
depositor’s savings and then applies the interest proceeds to the payment of the 


® For the purposes of the present discussion, the writer does not intend to espouse any 
one of the various theories of interest, all of which have their controversial aspects. The 
essential point in question is the existence of the phenomenon of interest (however ex- 
plained) as a manifestation of inescapable real costs. Hence, whether one prefers an inter- 
est theory which runs in terms of capital productivity, time preference, ‘‘capital disposal,’’ 
loanable funds, or liquidity preference, the terms in which the present discussion is couched 
are to be considered as convenient terms of reference rather than as an implied acceptance 
of any particular theory of interest. Perhaps it should be stated, however, that, as regards 
the Keynesian theory that interest is a premium for parting with liquidity, it does not seem 
to the writer that this theory is incompatible with the more orthodox explanations of in- 
terest. In the first place, it has been shown that, except as an explanation of the minimum 
rate of interest, the liquidity preference theory is largely a matter of definition. (See 
Gottfried Haberler, Prosperity and Depression, Chapter 8.) In the second place, whether 
interest is defined as the rate of liquidity preference or time preference, the underlying 
factor involved is a subjective (i.e., real) sacrifice which compels a reward. Foregoing 
liquidity which is preferred to illiquidity is a real sacrifice essentially comparable with the 
sacrifice involved in deferring the present enjoyment of goods at one’s disposal. Parting 
with liquidity means parting with one’s wealth. (Money is wealth to the individual.) 
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costs of operating the business, including payment of the requisite share in kind 
or services to the depositor. It follows that, since the nature and original source 
of the savings which banks lend, and the administrative and risk costs incurred, 
are the same as in the case of individual saver-lenders, the nature and necessity 
of the interest income which they receive are not different categorically from the 
indefeasible real costs incurred by individual saver-lenders.!° 

It may be objected that the preceding analysis fails to show that the interest 
received by banks, during periods of instability in the volume of bank credit, is 
a reward for essentially the same service as that for which the personal lender is 
paid. Hence, in order to meet this objection, let us further investigate the differ- 
ent circumstances under which the banking process may take place. 

The most usual situation in which large increases in the volume of bank credit 
occur is during a business recovery from depression. Expansion of credit under 
these circumstances need not involve any inflation at all, unless a mere increase 
in the volume of money is regarded as inflation. Reflation of a previously de- 
flated bank credit structure usually is accompanied by dynamic adjustments 
which tend to preserve the real identity of that which banks lend and that which 
depositors save. When the bank credit pyramid is being merely reflated, the 
accompanying creation of new deposit money represents previous savings (now 
reactivated) or current savings of depositors. As the banks create and supply 
borrowers with new deposits, the proceeds are paid out via checks for labor, 
materials, etc. The recipients of these checks take them back tw the banks and 
deposit them. When the recipients of the checks drawn against the newly cre- 
ated bank credit surrender their goods and services for these checks and, instead 
of consuming the goods over which they provide command, turn them over to the 
banks (i. e., deposit them), it turns out that it is the current savings of the 
depositors which the banks are lending pari passu with the credit expansion. 


10 Some writers insist that banks receive interest as a reward for manufacturing liquidity 
for their customers, a liquidity which they create at the cost of being illiquid themselves. 
Although this is a plausible way of explaining bank interest, it is misleading and inadequate. 
Even if the banks were, somehow, to be guaranteed against any losses which they might 
suffer through either defaults of borrowers or increases in interest rates which might pro- 
duce a decrease in the value of bank assets, the price of bank credit still could not fall to 
zero. There would still remain the cost of maintaining the banking system and, since this 
cost could not be nil, interest on bank credit would still have to be forthcoming. 

Actually, bank deposits are a degree less liquid than currency, but they are, of course, 
‘a more convenient way of holding cash.’’ Insofar as the supply of bank credit is regulated 
by the banker, the cost of providing this superior form of liquidity is the most important 
element (perhaps the only important element during unemployment) in bank interest. 
However, since the direct cost to a liquid bank of making a given loan or investment is 
relatively negligible, most bank earnings from interest must be considered as necessary 
revenue for enabling banks to pay interest on time and savings deposits and (what is the 
real equivalent) provide the services to depositors without which they would be unwilling 
to hold their savings in the form of bank balances. Needless to say, without the co-opera- 
tion of the depositor, banks could not interpose themselves between debtor and creditor 
in such a way as to manufacture liquidity. Any other conclusion would imply that, if 
banks receive interest for manufacturing mere liquidity, the government, mirabile dictu, 
ought to be able to collect interest on greenbacks which it might issue. 
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It is when circumstances cause the process of expansion to be carried to the 
point at which the price level and, hence, the previously established (real) eco- 
nomic relations and rights are altered that modification of the foregoing analysis 
seems to be required. When the price level is altered, the rea] value of that por- 
tion of the bank credit pyramid which represents the previous money savings of 
depositors no longer coincides with the value of the real savings which they 
initially embodied in bank deposits. Insofar as the actions of banks give rise to 
this discrepancy, it may be said that they exert a positive monetary influence 
which distorts the symmetry of the real economic relations with which we are 
concerned. Even so, however, the distortion produced by the inflationary credit 
expansion would alter the symmetry only to the extent that it decreased the real 
value of depositors’ balances. In other words, when banks abnormally expand 
their loans and investments, it still remains true that the substance of that which 
they lend consists of the past and/or current savings of their depositors, except 
to the extent that involuntary saving is imposed on the community by the credit 
expansion. In any case, assuming that the disturbing changes are of limited 
magnitude and duration, there would soon emerge a new equilibrium at which the 
real value of the reservoir of bank credit again coincided with the real value 
of the voluntary savings of depositors." Hence, here again, there seems to 
be nothing in principle to justify the distinction between ‘‘conversion interest” 
and “‘possession interest.” 

Analytically, the most interesting case is that presented by a dynamic economy 
in which there is a secular growth in total output. If, in such an economy, the 
volume of gold (or other required) reserves is fixed, or increases at a slower rate 
than total output, no action within the power of the banks will suffice to prevent 
a secular decline in prices and accompanying divergencies between the real value 
of depositor’s voluntary savings and the real value of their bank balances. But, 
there is nothing in these consequences to justify the view that the income of banks 
from loans and investments is anything other than a true interest payment to 
institutional intermediaries for disposal over the real savings of depositors. To 
reach any other conclusion is tantamount to saying that the mere fact of price 
level fluctuations (associated with fluctuations in the volume of bank credit) 
affords a valid basis for distinguishing between the raison d’etre of interest on 
bank credit and interest on personal credit. Most of the forces which cause dis- 
tortions in real economic relations (including those subsisting between depositors 
and borrowers) have their origin in circumstances which, for all practical pur- 
poses, are beyond the control of the commercial banks. Price levels and changes 
thereof which unneutrally affect real economic relations are an inevitable accom- 
paniment of an economy in which changes occur in total output (as determined 
by technical efficiency), the size and composition of the population, the velocity 
of money in circulation (as determined by the community’s habits of payment), 
the volume of real saving which the public prefers to place at the disposal of the 
banks, the amount of gold (or other required) reserves, etc. Far from controlling 


11 Of course, in actuality, some degree of economic disturbance and consequent distor- 
tions is never-ending. But this does not invalidate the theory in terms of which one is 
logically compelled to approach the problem in question. 
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these factors, banks are obliged to adjust their operations tothem. In fact, some 
degree of involuntary saving and dissaving are doubtless an inseparable feature 
of any dynamic money economy, even where there is a complete absence of 
banks.” Hence the elasticity of bank credit seems to afford no basis for the view 
that interest paid to banks is a reward for efforts or sacrifices which are at all 
different, generically, from those for which the individual lender (of savings) is 
paid interest. 

That the phenomenon of interest, wherever encountered, cannot be properly 
regarded as a fee for “‘conversion” service is indicated by the fact that there is a 
close relationship between total interest charges and the duration of the loan. Of 
course, market rates of interest are compounded of several factors: the cost of 
saving, the estimated cost of bearing risks and certain costs incident to the ad- 
ministration of credit. But, it is significant that, after due allowance is made for 
the administrative and risk factors involved in the extension of bank-created 
credit to the government—a comparatively costless operation from the adminis- 
trative and risk standpoint—total interest obligations incurred by the govern- 
ment are closely related to the term for which the loan is extended. Similarly, 
in the case of credit extended by banks to private borrowers, where the cost ele- 
ments of risk and credit administration are, of course, greater, we are, neverthe- 
less, confronted with this same discrepancy between the actual cost of merely 
“converting” the borrower’s credit into deposit currency and the amount ofthe 
total interest charges incurred for loans of different terms. In brief, whether the 
credit is extended to private or governmental borrowers, there seems definitely 
to be some factor which serves to keep the price of the credit well above the purely 
administrative cost of its conversion into de facto money. Only by taking the 
view that the present disposal over a given amount of goods is of greater economic 
worth than the future disposal over the same amounts of goods is it possible to 
provide an adequate explanation of the discrepancy in question. The conclusion 
is inescapable that interest income of banks is a phenomenon more fundamental 
than a mere fee for services rendered by banks to their customers. 

It may be added that competition serves to keep in reasonably close adjust- 
ment the relationship between the real social cost and the real social income in- 
volved in saving and lending through the medium of the banking system. An 
increase in the lending power of banks as a result of (say) the acquisition of excess 
reserves may be expected to increase the supply (schedule) of credit and, hence, 
lower the rate of interest. The effect is comparable to that of an accretion in the 
wealth of the individual capitalist which results in an increase in the supply 
(schedule) of credit which he is willing to lend or invest. 


IV 


Inasmuch as there seems to be much misunderstanding in respect to the discre- 
tionary power of the commercial banks to create credit money, it is in order at this 
point to turn to a discussion of this subject. 


12 Vide, e.g., such consequences following the heavy imports of gold into i6th century 
Spain, an event which antedated the emergence of commercial banking on any practically 
significant scale. 
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Both from the standpoint of the credit extended by banks to borrowers, and 
the parallel extension of credit by depositors to the banks, the significant thing 
involved is a concurrent transfer of real goods from creditors (acceptors of the 
promises to pay) of the banks to those who borrow from the banks. In this pree- 
ess, banks are essentially intermediaries who collect lenders’ (depositors’) claims 
to economic goods and distribute them to borrowers (debtors). In respect to the 
mere credit aspect of the process, it is arguable that, since it takes two to create 
a creditor-debtor relationship, it is wrong to consider bankers as any more the 
creators or initiators of credit than the indispeasable opposing party. Indeed, 
when the volume of bank credit undergoes fluctuations, as a consequence of 
alterations in the volume of the mutual debts of the banks and their customers, 
the initiative is much more a matter of the discretion of the bank’s borrow- 
ing customers and the successive recipients of the proceeds of their loans than it 
is of the banker. It is merely the fact that banks are at the institutional center 
of the credit-creating and credit-destroying processes of the community that 
gives their role the apparently unique character which is commonly imputed 
to them. 

To consider banks as the discretionary arbiters or initiators of the process 
which determines the supply of deposit currency does violence to the fact that it 
is individual banks—not the system as a whole—which do the lending. In 
properly assessing the intermediary role of banks, we must approach the matter 
from the point of view of the circumstances which determine credit creation 
within the individual bank. When this is done, it becomes apparent that the 
general expansion of bank credit should be considered as a collection of individual 
responses to data which constitute parameters to the individual banker in the 
same sense that the prevailing price of wheat is a parameter with reference to 
which Mr. Jones determines whether he should increase or decrease the size of 
his wheat crop. Hence, it is wrong to break into the circle of fluctuating creditor- 
debtor relationships of the banks and their customers and say that a bank creates 
new credit money when it makes a loan or investment. Although it is undeni- 
able that forced saving may be imposed upon the community through an infla- 
tionary expansion of bank credit, it is quite inaccurate to say that responsibility 
for the process should be placed at the door of the banker. Since the whole 
process of bank credit creation depends on the initiative of borrowers and the 
banking propensities of the public, it follows that commercial banks are merely 
the institutional media through which the public determines the volume of bank 
deposit currency which will be created at any given time." 

As a final case, we may consider an economy in which the central banking 
authority wields discretionary power over the country’s banking institutions. 
In such an economy, is the preceding analysis applicable? 


18 The correctness of this view is confirmed by the general absence of any realization on 
the part of practicing bankers that they create money as an incident to their loan and invest- 
ment operations. 

14 Of course, it cannot be gainsaid that the decisions of bankers represent a point of focus 
of forces which determine the volume of bank credit; but we must, in the light of the fore- 
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It goes without saying that, to the extent that central banks are able to pursue 
policies which alter the institutional framework within which free public (includ- 
ing banker) choice is registered in the balance sheets of the commercial banks, real 
economic relations may be arbitrarily altered. Even so, however, the public 
(including commercial bankers) react to the changed institutional data in pre- 
cisely the same fashion that they react when (say) tax laws are changed. That 
is, the public’s reaction is dependent in the same sense that an expansion of an 
industry enjoying increased tariff protection represents a mere adaptation to 
changed external data in relation to which it is dependent. Indeed, the theory 
and practice of central banking are predicated on this dependent relationship 
between existing external data, on the one hand, and the actions of the commer- 
cial banks, on the other. Insofar as central banks are able to exert an effective 
influence on the volume of bank credit and the price level, this object is accom- 
plished by bringing about changes in the external data with reference to which 
the bankers and public in general determine what aggregate amount (and value) 
of bank credit they see fit to create and maintain. Viewed in the light of the 
foregoing considerations, there seems to be no little misapprehension concerning 
the extent to which commercial banks, as such, are independent and discretionary 
arbiters of real or nominal economic relations. 


Vv 


Like other private enterprises, banks have been established because of the prose 
pect of making profits. Under normal circumstances, bank earnings from loans 
and investments are adequate to defray the overhead and operating expenses of 
the banking business, and also leave a residue of net income for the payment of 
profits to stockholders on their invested capital. This is possible, however, not 
because banks lend several times as much money as is deposited with them. The 
fact is that they do not dothis. Rather the profitability of commercial banking 
is possible because the banking and payment habits of the public permit banks to 
lend several times as much money as stockholders have themselves invested in 





going discussion, dissent from the view that it is within the volitional power of bankers to 
regulate the supply of deposit money. 

In this connection, it is interesting to note that such an authority as D. H. Robertson 
finds that the real value of depositors’ balances “‘lies within the discretion of the public 
and not of the banks”’ while, at the same time, he alleges that ‘‘banks determine how much 
money shall be outstanding’’—despite the fact that the ultimate causal forces in both cases 
are, in terms of his own logic, social in origin. See his Essays in Monetary Theory, p. 42, 
et. seq. 

18 What the appropriate credit policy is for central banks to follow constitutes a subject 
of extensive controversy among divergent schools of thought. Some writers prefer a 
slowly rising price level; some prefer a stable price level; and some prefer a slowly falling 
price level pari passu with technological progress and lower costs of production. But, 
since the principal issue of this controversy is that of the most appropriate credit policy for 
maintaining a stable, prosperous economy, we may dismiss it as extraneous to our present 
coucern. In a dynamic economy, there is no price-level policy which would not distort 
the real economic relations subsisting between depositors (creditors) and borrowers (debt- 
ors) of banks—indeed, all creditor-debtor relationships. 
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the business. That is to say, the community as a whole keeps most of its money 
in the form of deposits in banks which, in turn, are able to lend or invest it and 
collect whatever interest return is available.* Therefore, in ultimate analysis, 
bank profits rest on the behavior of depositors which usually is such as to allow 
banks to lend other people’s money, the interest income from which normally 
exceeds the aggregate amounts of the various costs incurred by banks. Nor is the 
accuracy of this interpretation compromised by the fact that the money of other 
people, which banks lend, was originally emitted, in a sense, by the banks them- 
selves. After the banking system has exhausted its lending power (relative to 
its required reserves, etc.) and, after the price level and the scale of the banking 
business have been competitively adjusted, only historical significance is to be 
attached to the fact that most of the people’s money supply had its origin in the 
banking system. Under these conditions, banks can lend only what is deposited 
with them, plus possibly a portion of their (stockholders’) capital. Moreover, 
since most of the income of banks is absorbed in paying interest on deposits and 
defraying the cost of services rendered to depositors, banks and depositors may 
be regarded, from the economic point of view, as partners between whom the 
receipts from loans and investments are divided in a mutually satisfactory man- 
ner. The share going to stockholders is a residual payment for their entrepre- 
neurial and risk-taking function. 

The force determining the gross amount of bank earnings and the terms of the 
division of these earnings between the banker and the depositor is competition. 
Under normal conditions, this can be relied upon to reduce the average ratio 
between bank profits and capital to a level which compares with that available 
in other lines of business of a similar nature. In any case, it can be said that 
there is no theoretical or factual basis for the view that the fractional reserve 
principle or the phenomenon of multiple credit expansion results in excessive or 
undeserved profits. 


VI 


The main conclusions of this paper may be stated as follows: Commercial 
banks are service institutions whose essential function it is to collect the savings 
of depositors and lend or invest them in the safest and most profitable assets 
available. In the performance of this function, their réle is not, in any special 
sense, that of guarantors of the worth of their customers’ resources. Rather it is 
essentially that of middle men. As middle men they perform services which are 
such as to induce depositors to transfer command over their real savings to them 
which, in turn, they distribute among their borrowers. The services in considera- 
tion of which they obtain the vicarious disposal of their depositors’ savings con- 


sist in the payment of interest and the provision of free and partly free facilities 
to the depositors. 


16 The strictures of those who object to the process of bank credit creation are often 
couched in terms which imply the belief that bankers have the power of disposal over the 
principal of the sums which they are understood to create. This, of course, is wholly false. 
Only the interest on the assets which the banks have monetized is receivable by the banks. 
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There is little theoretical justification for the view that banks, rather than their 
customers, are singularly manufacturers of money or that the interest which they 
receive is a reward for something categorically different from the efforts and 
sacrifices for which the individual saver-lender is paid. Hence, the interest 
income of banks is equally earned and deserved. By the same token, it is no less 


indefeasible than the interest which must be paid on personal credit extended to 
a borrower. 
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The American rayon-producing industry was conceived, born, and brought to 
the margin of maturity during the last thirty-five years, a period in which 
American industry generally suffered from recurrent attacks of hypochondriasis, 
a malady viewed by some of the doctors as being symptomatic of an adolescent 
economy, but considered by others as being the result of a severe case of economic 
sclerosis. Rayon, unlike many of its industrial brothers, has been a healthy 
offspring, apparently immune to the intermittent epidemics of melancholia which 
have harassed the household, and it now appears to feel itself ready to assume a 
responsible place in the front ranks of industrial warfare. 

The domestic production of rayon began in 1911. In only four years since 
that time has the production of rayon failed to set a new high. From 1938 
forward, rayon has assumed a place among textile fibers second only to cotton.? 

During the ten years immediately prior to the entry of the United States 
into World War II the domestic consumption of rayon increased about 309 per 
cent,’ and during the two decades preceding the war the increase was over 5,000 
per cent. By 1940 total rayon consumption reached 482 million pounds. This 
compared with 3,953.6 million pounds of cotton, 35.8 million pounds of silk, and 
411.1 million pounds of wool consumed in that year. During the twenty-year 
interwar period, consumption of all textile fibers just about kept pace with 
population growth, per capita consumption of apparel fibers ranging from a low 
of 24.5 pounds in 1930 to a high of 34.4 pounds in 1939. Rayon was the only 
fiber whose consumption at the close of the period was greater than at any earlier 
time. Cotton consumption for the five years 1934-1939 averaged 24.8 pounds, 
which closely approximated the thirty-year average from 1905-1934 of 25.0 
pounds‘ (Table I). During the war years, cotton consumption reached its peak 


1 This paper is a by-product of a study of the effects the utilization of synthetic fibers 
has had on the cotton textile industry, a project financed jointly by Duke University and 
the General Education Board. 

2 Rayon Organon, XVI (Special Supplement: January 26, 1945), pp. 20-21. 

3 According to a study made by the National Bureau of Economic Research, the output 
of the rayon industry increased 210 per cent from 1929 to 1937. This placed rayon fifth 
among the 139 industries ranked in order of net percentage change in output. The first 
three ranking industries were liquor industries, whose great increases were due to the repeal 
of the Eighteenth Amendment to the United States Constitution. Of the remaining 136 
industries rayon ranked second only to mechanical refrigerators, which showed a net gain 
of 217 per cent. Cotton goods, by contrast, ranked seventy-seventh with a net loss of one 
per cent. Soloman Fabricant, Manufacturing Output, 1929-1937, Occasional Paper I (New 
York: National Bureau of Economic Research, 1940), pp. 8-9. 

* Robert B. Evans and Rose F. Monachino, Trends in the Consumption of Fibers in the 
United States (New Orleans: Bureau of Agricultural Chemistry and Engineering, 1941), 
pp. 28-31. 


146 


——~ a 


RAYON STAPLE FIBER: ITS PAST AND ITS PROSPECTS 147 


in 1942, wool in 1941, silk consumption was nominal after 1940, but rayon con- 
sumption was greater in 1945 than in any preceding year (Table II). 

Rayon is consumed by the textile mills in either of two forms: as long contin- 
uous filaments or as staple fiber. The production of staple fiber has had an 
even more remarkable growth than has the rayon-producing industry as a whole. 








TABLE I 
Per Carita ConsuMPTION oF APPAREL FiBErs, 1920-1939 
(In Pounds) 
YEAR COTTON WooL? SILK RAYON FLAX TOTAL 
1920 25.1 3.3 4 A 3 29.2 
1921 23.3 3.7 5 2 3 28.0 
1922 24.9 4.2 6 2 4 30.3 
1923 27.0 4.3 6 .3 4 32.6 
1924 22.2 3.5 6 4 4 27.1 
1925 25.3 3.5 E 5 4 30.4 
1926 25.9 3.4 ms 5 5 31.0 
1927 28.5 3.5 8 9 4 34.1 
1928 24.8 3.3 8 8 4 30.1 
1929 26.2 3.5 8 | 4 32.0 
1930 20.0 2.5 a s 9 4 24.5 
1931 20.2 2.8 .7 1.3 3 25.3 
1932 18.7 2.1 6 1.2 3 22.9 
1933 23.3 2.8 6 1.7 3 28.7 
1934 20.4 2.0 5 1.6 3 24.8 
1935 21.1 3.5 6 2.0 3 27.5 
1936 26.6 3.6 5 2.5 4 33.6 
1937 27.6 3.3 5 2.4 4 34.2 
1938 21.7 2.4 5 2.5 2 27.3 
1939 26.8 3.4 4 3.5 3 34.4 























* Includes mohair, camel’s hair, etc. 
Source: Bureau of Agricultural Chemistry and Engineering: 


Rayon staple fiber, like filament rayon, may be made by the viscose, acetate, 
or cuprammonium processes, but during the first quarter of 1946 viscose rayon 
staple fiber accounted for 75 per cent of the total domestic production, the 
remaining 25 per cent being acetate staple fiber. The methods of manufacture of 
rayon staple and continuous-filament rayon are essentially similar to the point 
where the filaments are formed. In producing staple fiber, instead of collecting 
the filaments on a bobbin or in a centrifugal pot, as is done in rayon yarn produc- 
tion, the filaments from each spinneret are gathered together into a continuous 
rope known as a “tow,” which is cut into short lengths varying from one-and-a- 


5 The manufacturing procedure by which rayon filament yarns are produced, whether the 
nitrocellulose, viscose, acetate, or cuprammonium process is used, may roughly be divided 
into the following three major steps: 1. Cellulose is changed into liquid form. 2. The 
liquid is drawn out into very fine streams. 3. The liquid streams are changed into solid 
cellulose filaments and combined into yarn. Cf. Rayon Today (New York: E. I. duPont 
de Nemours and Company, 1940), p. 9. 
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half inch to six inches or longer, depending upon whether the staple fiber is to be 
processed on the cotton or on the worsted system. The staple is subsequently 
spun into yarn knewn as spun rayon yarn and is used by the weaving and knitting 


TABLE II 
TEXTILE FrsER CONSUMPTION IN U.S. 
(In Millions of Pounds) 











RAYON 
YEAR COTTON SILK WOOL 

Yarn Staple Total 
1926 3,214.8 65.6 342.7 61.1 _- 61.1 
1927 3,587.7 71.6 354.1 100.5 —_— 100.5 
1928 3,184.2 74.4 333.2 100.3 0.2 100.5 
1929 3,422.7 81.0 368.1 131.7 1.6 133.3 
1930 2,610.9 75.7 263.2 118.3 0.8 119.1 
1931 2,656.6 77.0 311.0 157.7 1.5 159.2 
1932 2,463.3 70.5 230.1 152.5 3.3 155.8 
1933 3,952.5 59.5 317.1 212.6 5.4 218.0 
1934 2,655.4 58.3 229.7 195.6 2.1 197.7 
1935 2,754.7 62.3 417.5 253.0 6.3 259.3 
1936 3,470.2 57.8 406.1 297.8 24.8 322.6 
1937 3,657.1 53.6 380.8 267.1 37.6 304.7 
1938 2,918.7 51.7 284.5 274.1 55.3 329.4 
1939 3,629.7 47.3 396.5 359.7 99.0 458.7 
1940 3,953.6 35.8 411.1 388.7 93.3 482.0 
1941 5,187.3 7 652.2 452.4 139.4 591.8 
1942 5,636.7 Ha 613.8 468.8 151.8 620.8 
1943 5,269.0 , 628.0 494.2 162.0 656.1 
1944 4,787.5 ° 623.9 539.0 165.7 704.8 
1945 4,508.2 > 648.2 602.4 165.1 767.5 























* Nominal. 
Source: Rayon Organon. 


industries. Staple fiber is available in various deniers;* the luster of the fibers 
may be varied, and the fibers may be tinted or untinted. Most of the recent 
improvements in rayon quality’ are applicable to staple fiber as well as to con- 
tinuous filament yarn. A cotton mill with modern equipment can change from 


6 Denier is a measure of fineness and is defined as the weight in grams of 9,000 meters of 
yarn. 

7 Representative of recent improvements in rayon quality are the following: the develop- 
ment of an acetate staple with a wool-like crimp, special purpose rayons with improved 
tensile strength, and special finishes including water-repellent, crease-resisting, fungus- 
proof, shrink-proof, non-slip, and non-sag finishes. See Textile World, LXXXIX (Annual, 
1939), p. 63; ‘‘One Year of Progress in Rayon Manufacture and Processing,”’ Textile Colorist, 
LXII (March, 1940), p. 190; Philip Le Brun, ‘‘ Durable Finishes on Rayon Fabrics,”’ Teztile 
World, XC (September, 1940), pp. 98-99; T. H. Roberts, “‘The Present Trend of Textile 
Finishing,’ American Dyestuff Reporter, XXITX (August 5, 1940), p. 396 ff; Milton Harris 
and Gypsy B. Frankenberg, ‘“‘Development in Textiles in 1944,’ Rayon Textile Monthly, 
XXVI (February, 1945), pp. 65-67. 











ce 
Semanal 


—————— ee 


- 


RAYON STAPLE FIBER: ITS PAST AND ITS PROSPECTS 149 


cotton to spun rayon with relatively minor adjustments of its machines. In 
addition to all-spun-rayon fabrics, many mixtures of rayon and cotton and rayon 
and wool have been put into extensive use.® 


I 


Rayon staple fiber was first used on a large scale in Germany during World 
War 1, when it was mixed with cotton and wool, thus serving as a device to 
conserve limited supplies of the natural fibers. After the war the consumption 
of spun rayon fluctuated with changes in fashions, but by 1930 improvements 
in quality and the development of new uses had established rayon staple fiber 
production as an important part of the rayon industry. In 1940 the world 
production of staple fiber exceeded the production of rayon filament yarn for the 
first time, total output having increased 224 per cent since 1930. In the United 
States the production of staple fiber began in 1928 and increased from 350,000 
pounds in 1930 to 75,580,000 pounds in 1940, a gain of 21,494 per cent. The 
domestic consumption of staple fiber increased 10,650 per cent from 1930-1940. 
During the early part of the decade most of the staple fiber consumed in the 
United States was imported, and as late as 1939, 48 per cent came from abroad. 
Because of unsettled conditions in Europe and Asia, imports of staple fiber fell 
off from 47,403,000 pounds in 1939 to only 17,736,000 pounds in 1940. Ex- 
pansion of the American industry was so rapid, however, that total staple fiber 
available for consumption in the United States fell only slightly, from 98,963,000 
pounds in 1939 to 93,316,000 pounds in 1940. During the war years the Ameri- 
can consumption of rayon staple fiber increased steadily in spite of diminishing 
imports, reaching 165,710,000 pounds in 1944 (Table ITI). 

The cotton textile industry is the chief consumer of rayon staple fiber, account- 
ing for some 90 per cent of the domestic consumption. The woolen and worsted 
industry utilizes the remaining ten per cent, using rayon staple primarily as an 
adulterant.° 

Southern mills are the chief consumers of rayon staple fiber. According to the 
most recent of the compilations made by the National Rayon Weavers Associa- 
tion, which covered mills whose consumption of rayon staple fiber represented 
about one-third of the total quantity available for consumption, Southern mills 
consumed about 57 per cent of all staple fiber in 1938, 71 per cent in 1939, and 74 
per cent in 1940.1 

Although since 1919 the United States has been the world’s principal producer 
of continuous-filament rayon yarn, its 331,200,000 pounds accounting for 29 per 
cent of the world output in 1939, in the production of staple fiber the United 
States ranked no better than fifth in that year, following Germany, Japan, Italy, 
and Great Britain. The American output of 51,315,000 pounds in 1939 accounted 


8 Cf. Herbert R. Mauersberger and E. W. K. Swartz, Rayon and Staple Fiber Handbook, 
3d ed. (New York: Rayon Handbook Company, 1939), Chapter V, ‘‘ Manufacture of Rayon 
Staple Fiber and Spun-Rayon Yarns.” 

® Rayon Handbook, pp. 51-52. 


10 Rayon Organon, XI (May, 1940), p. 84; ibid., XII (April, 1941), pp. 59-60. 
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TABLE III 
CONSUMPTION AND PRODUCTION OF Rayon STAPLE FIBER IN THE UNITED STATES 
(In Thousands of Pounds) 





























YEAR DOMESTIC PRODUCTION IMPORTS AVAILABLE FOR CONSUMPTION 

1928 165 200 365 

1929 500 1,436 1,936 

1930 350 518 868 

1931 880 715 1,595 

1932 1,100 2,196 3,296 

1933 2,100 3,320 5,420 

1934 1,890 221 2,111 

1935 4,880 1,461 6,341 

1936 12,107 12,721 24, 828 

1937 17,027 20,614 37 , 641 

1938 32,131 23,197 55,328 

1939 51,560 47,403 98 , 963 

1940 75,580 17 ,736 93,316 

1941 127,732 11,688 139 , 420 

1942 151,806 176 151,982 

1943 161,863 as 161,863 

1944 165,710 . 165,710 
* Nominal. 
Source: Rayon Organon. 

TABLE IV 
Wor.p Rayon Stap.e Fiser Propuction SELECTED COUNTRIES 
(In Thousands of Pounds) 

YEAR GERMANY JAPAN ITALY UNITED STATES Pn wl FRANCE WORLD TOTAL 
1929 2,385 - 1,700 500 2,600 -- 7,185 
1920 4,350 os 700 350 850 — 6,250 
1931 4,400 = 1,400 880 800 500 7,980 
1932 3,000 550 9,400 1,100 1,220 1,650 17,285 
1933 8,750 965 11,000 2,100 2,440 2,200 27 ,895 
1934 15,800 4,720 21,600 2,200 2,450 4,400 51,835 
1935 37,900 13,625 67 , 675 4,600 9,320 5,000 139 ,575 
1936 94,800 45,850 110,100 12,300 26, 160 6,600 298 , 595 
1937 | 219,200 | 174,250 | 156,350 20,245 | 32,720 | 11,300 620,955 
1938 330, 000 375,000 166, 885 29,860 31,745 10,800 959,735 
1939 500, 000 309 , 500 191,000 51,315 61,500 15,500 1,149,440 
1940 550, 000 285,820 250 , 000 81,100 60,000 17,000 1,279,700 
1941 600 , 000 296 , 600 310,000 122,025 60, 000 45,000 1,492,080 
1942 700, 000 174,450 310,000 153 , 285 50,000 65,000 1,536,985 
1943 760,000 121,740 250,000 162,020 55,000 64,500 1,467,350 
1944 500 , 000 83,310 150,000 168 , 740 60, 000 29,150 1,116,910 


























Source: Rayon Organon. 
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for only five per cent of the world total, whereas in 1930 the American production 
of only 350,000 pounds had represented six per cent of world output (Table IV). 

Political and economic conditions within the several rayon-producing countries 
have had a profound effect on the trends in rayon consumption. The totalitarian 
nations, in an effort to make themselves self-sufficient, to supplement their 
limited supplies of the natural fibers, and to conserve their supplies of foreign 
exchange, required through government fiat that large quantities of rayon be 
used, either in all-rayon fabrics or in mixtures of rayon and natural fibers. 

Typical of such action is the 1938 rule reported from Japan to the effect that 
all “wool” cloth must contain 30 to 40 per cent viscose rayon staple." A German 
decree issued in 1935 required a mixture of at least eight per cent staple fiber in 
all cotton yarns of from 16s to 45s count intended for domestic use, this range 
including the bulk of the yarn produced. Early in 1937 another decree increased 
the minimum content of staple fiber to 16 per cent, and later that year the 
requirement was raised to 20 per cent.” 

The United States, on the other hand, has had large cotton surpluses; many of 
her foreign cotton markets have been lost; and efforts have been made by 
governmental and private agencies to increase the domestic consumption of 
cotton. The consequence has been that during the years just prior to World 
War II some 88 per cent of the world’s supply of rayon staple was produced in 
Germany, Japan, and Italy. 

It is worthy of note that before the war the chief rayon producing countries 
exported significant quantities of rayon. Italy exported almost 50 per cent of 
her total production in 1939; France exported 29 per cent of her output; United 
Kingdom, 28 per cent; and Japan, 26 per cent.” 

The 47,400,000 pounds of rayon staple fiber which the United States imported 
in 1939 constituted the bulk of her total rayon imports, and these came chiefly 
from the non-totalitarian nations. The United States imported in that year 
27,602,000 pounds of staple fiber from the United Kingdom, which represented 
about 46 per cent of that country’s total production. The 4,924,000 pounds 
imported from France represented about 32 per cent of the French output. On 
the other hand, Italy exported only about five per cent of her 1939 production to 
the United States, and Japan sent less than one per cent of her output to this 
country. 


II 


Unlike cotton and silk prices, which are subject to day-to-day fluctuations, 
rayon prices are essentially administered prices; they are stable over relatively 


uF. G. Brown, ‘“‘The Newer Textile Fibers,”’ Textile Colorist, LX1I (March, 1940), p. 235. 

12 Carl H. Robinson, Robert J. Cheatham, D. F. J. Lynch, and H. P. Holman, Report on 
Development and Use of Rayon and Other Synthetic Fibers (Washington: U.S. Department of 
Agriculture, 1938), p. 31. 

18 Rayon Organon, XI (June, 1940), p. 95. 

14 Tbid., pp. 95-96. 

15 The American rayon producing industry consists of 15 companies operating 28 plants 
distributed among the states as follows: Virginia, 6; Tennessee, 4; Pennsylvania, 3; Ohio, 
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long periods and are supplied by the producers to the mills on a list-price basis. 
If a rayon-producing company announces a change in its schedule of prices as 
of a given date, the other producers usually modify their price lists in conformity 
with this change."* The recent history of the rayon-producing industry has been 
marked by stability of prices, a tendency toward equality of prices for yarns of 
the same denier produced by different processes, and a narrowing of the price 
differential between different deniers.!” 

The movement of the price of rayon staple fiber has been consistently down- 
ward since its introduction. Viscose process, 1} denier, 1} inch, bright rayon 
staple fiber was quoted at 60 cents per pound in January, 1928. Five price 
reductions had brought the price to 25 cents by September, 1937.1% Acetate 
process, 5 denier staple fiber was quoted at 80 cents a pound in March, 1936, and 
after four price reductions was offered at 46 cents in January, 1938. 

Quantity discounts on the basis of } per cent per $100,000 of annual purchases 
up to a maximum of 3 per cent on $600,000 were offered on January 9, 1931. 
On May 26, 1932, the quantity discounts were changed to 4 per cent per $50,000 
annual purchases to a maximum of 5 per cent on $500,000. From June 18, 1936, 
to December 31, 1936, a flat 5 per cent discount was offered to all customers. 
Since January 1, 1937, no quantity or term discounts have been allowed. From 
time to time rayon producers have offered guarantees to their customers against 
price declines for sixty to ninety days following the date of invoice. Since the 


early part of 1938, however, the general policy has been to withdraw all price 
guarantees.!® 


Tit 


Spun rayon has proved to be a highly versatile fiber and has found many 
applications in a wide range of textile fabrics. It can be made to simulate cotton, 
wool, linen, or silk by varying the size of the filament and the method of spinning. 
It can be combined with other fibers such as wool, cotton, silk, or mohair. In 
some cases the fibers are blended in the raw stock, either before or during the 
processing prior to spinning; sometimes finished yarns of different fibers are 
twisted together; and in some cases different yarns are combined in knitting or 
weaving.”° 

Representative of the varied fabrics made up wholly or in part of spun rayon 
are the following: spun rayon twills used for men’s, women’s, and children’s 
garments such as dresses, skirts, playsuits, shirts, slacks, housecoats, and robes; 


3; West Virginia, 2; Connecticut, 2; New York, 2; and one plant each in Delaware, Georgia, 
Maine, Maryland, North Carolina, and Rhode Island. Rayon Organon, XVII (June, 1946), 
pp. 98-99. 

16 Rayon Handbook, pp. 43-44. For the price lists of the several rayon-producing com- 
panies consult the monthly issues of the Rayon Textile Monthly. 

i7 Cf. Rayon Handbook, p. 45. 

18 In May, 1943, the price was set at 24 cents per pound, but early in 1944 it was reestab- 
lished at 25 cents. 

19 Rayon Organon, X (October, 1939), pp. 147-148. 

20 Home Economics and Rayon (New York: American Viscose Corporation, 1938), p. 6; 
What Is Rayon (New York: American Viscose Corporation, 1938), p. 6. 
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spun rayon prints whose soft texture makes them suitable for dress and sports- 
wear purposes; spun rayon and wool twills made in several weave-patterns and a 
variety of duotones, light-weight spun rayon and cotton suitings available in 
pastel and dark shades for men’s and women’s summer suits and sportswear; and 
spun rayon and flax prints available in patterns and plain shades. In addition 
spun rayon can be woven into soft challis and into heavy suitings closely resem- 
bling wool; it can be fabricated into dresses having the appearance of linen; it can 
be utilized in the form of fine laces and heavy plush; and it can be made into 
crease-resistant crepe fabrics. In addition to apparel uses spun rayon has been 


utilized in such fabrics as upholsteries, draperies, blankets, automobile fabrics, 
and narrow fabrics.” 


IV 


The prospects for the rayon staple fiber industry are bright, and the rayon- 
producing companies appear to anticipate the years just ahead with assurance 
and confidence. That the rate of consumption of rayon staple fiber will continue 
to increase no one seems to doubt. But it is reasonably clear that a number of 
important changes in the industry are imminent. 

The world rayon-producing industry is undergoing a fundamental locational 
reorganization. Before the war the chief producers of rayon staple fiber were the 
Axis partners, Germany, Japan, and Italy, where production and consumption of 
staple fiber were fostered by totalitarian governments in an effort to maintain a 
high degree of self-sufficiency in the utilization of textiles. The war damage to 
rayon plants and the fall of the governments in these nations will have significant 
long-run effects on their volume of rayon production. 

Germany, according to a recently announced quadripartite plan, will be 
allowed a synthetic fiber production capacity which is 80 per cent of her 1936 
output. In that year Germany is reported to have produced 99,050,000 pounds 
of filament yarn and 94,800,000 pounds of rayon staple fiber. That would allow 
a German output of about 80,000,000 pounds of filament rayon and 76,000,000 
pounds of staple fiber, which is only about 17 per cent of the total German rayon 
production during the peak years of 1942 and 1943.” 

Japanese annual rated rayon producing capacity is reported to be about 
354,000,000 pounds, of which 234,000,000 pounds is staple fiber capacity. This 
puts Japanese rayon capacity 39 per cent below the all-time high production set 
in 1938. It is reported, however, that during the first quarter of 1946 production 
was only four and one-half per cent of the rated capacity because of shortages in 
coal, as well as chemicals and pulp, for supplies of which Japan is largely de- 
pendent upon the United States.* 


%1 Home Economics and Rayon, pp. 6, 18-19; Rayon Handbook, p. 52. 

22 Rayon Organon, XVII (April, 1946), pp. 62-64; ‘‘General Survey of the German Rayon 
and Staple Fiber Industry,’’ Rayon Textile Monthly, XXVII (January-February, 1946), 
pp. 62-64, 70-72. 

23 Rayon Organon, XVII (May, 1946), p. 75; Harry Riemer, ‘‘Japan’s Rayon Industry 
Data,” Rayon Textile Monthly, XXVII (January, 1946), p. 79. 











154 CLARK LEE ALLEN 


On the other hand, the American Viscose Corporation, Celanese Corporation of 
America, Industrial Rayon Corporation, Tennessee Eastman Corporation, and 
E. I. du Pont de Nemours and Company have announced plans for the expansion 
of plants in the United States. Several companies in Canada and Mexico will 
expand old plants and construct new ones. Courtaulds’, Ltd. has announced 
plans for the expansion of its plants in England, and work has begun on a new 
plant in Northern Ireland. In Argentina, where staple fiber production was 
started in 1944, plans to expand output have been announced. Similar plans 
are reported from Brazil and Colombia. Cuba expects to have its first rayon- 
producing plant under way by mid-1947. Peru and Venezuela, other new- 
comers to the rayon-producing industry, are scheduled to be in production in the 
near future. Production is to be resumed in Finland, and it is expected that new 
plants will soon be built there. Courtaulds’, Ltd. is to construct Australia’s 
first rayon plant within the next few months, and contracts have been let for the 
first of several plants in India. An Egyptian corporation for the production of 
rayon has recently been formed, and Turkey’s only rayon producer has an- 
nounced plans for expansion.™* 

In addition to changes in the location of the rayon-producing plants through- 
out the world, it is likely that the years just ahead will see a shift in the direction 
of rayon research and development. In the past the development of a new fiber 
has been followed by a search for new uses to which it can be put; in the future it 
may be anticipated that textile research will to an increasing extent begin with 
the need and endeavor to develop a fiber with the special properties required in 
the particular use. It may be found that modifications of an existing rayon or 
other synthetic fiber will be satisfactory, or it may be necessary to develop a new 
fiber possessing the unique characteristics demanded. Man-made fibers have a 
significant advantage over natural fibers in that their range of controlled variabil- 
ity is much broader. The rayon-producing companies, furthermore, have been 
able and willing to carry on textile research on a much greater scale than have the 
firms or industries producing natural fibers. As time goes on this should pro- 
vide a constantly increasing differential advantage for the synthetic fibers. 

In recent years the price margin between cotton and rayon staple fiber has been 
considerably narrowed and has now, at least temporarily, been eliminated.* 
In the past, price competition between rayon and cotton does not appear to have 
been significant in most uses. Such displacement of cotton by rayon as has 
occurred has been by an indirect route. Rayon was originally considered to be 


*% Rayon Organon, XVII (April, 1946), pp. 58-59, 62-64. 

25 For a description of a governmental research project which includes a Cotton Fiber 
Research Division, a Cotton Chemical Finishing Division, and a Cotton Processing Division 
see Earle L. Rauber, “‘The Southern Research Laboratory,’’ Monthly Review of the 
Federal Reserve Bank of Atlanta, XXX (April 30, 1945), pp. 38-41. 

26 Since 1939 viscose rayon staple has sold for 25¢ a pound. Cotton prices, on the other 
hand, have been subject to day-to-day fluctuations, the monthly ten-market averages in- 
creasing from 1939 to 1946 as follows: 1939, 9.0¢ per pound; 1940, 10.1¢; 1941, 13.9¢; 1943, 
20.6¢; 1944, 21.2¢; 1945, 22.6¢. By July, 1946, the price had passed 35¢. Rayon Organon, 
XVII (June, 1946), p. 102; Durham Morning Herald (July 17, 1946), Sec. II, p. 6. 
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directly competitive with silk and was for a time known as artificial or art silk. 
It is not likely, however, particularly in the early days, that rayon supplanted 
significant quantities of silk, for the early rayons were of admittedly inferior 
quality. Consumers who could afford silk continued to demand it. But since 
rayon was similar in appearance to silk and possessed certain other of its prop- 
erties, many who could not afford silk preferred rayon to cotton for many uses, 
and those who could pay the difference in cost used rayon instead of cotton. 

It is not probable that lower prices for cotton goods would have greatly 
strengthened the position of cotton in this sort of competition. Those who 
could afford rayon preferred it because of the qualitative differences between the 
two fibers, and lower prices would not have induced them to use cotton instead of 
rayon. As the price of rayon fell, on the other hand, increased numbers of 
consumers could afford rayon, and the displacement of cotton by rayon increased. 
This is, of course, not to deny the negative inclination of the demand curve for 
cotton, but simply to argue that the coefficient of substitution of rayon for 
cotton increases as the price differential between the fibers diminishes. 

If, however, the current high prices for cotton prevail or if the prices of rayon 
staple fiber are further reduced, the displacement of cotton by rayon will certainly 
be augmented by virtue of increased direct price competition between the fibers. 
It should be noted, further, that fine cotton goods which are directly competitive 
with rayon require long-staple fiber, which carries a premium in price. Spinning 
waste, furthermore, is often very high in cotton mills—sometimes running as 
high as 35 per cent of the total—whereas the greater uniformity of rayon staple 
greatly reduces this item of cost. And since spun rayon can now be made to 
simulate the natural fibers and research may be expected to provide rayon with 
properties which to an increasing extent equal or surpass those of the natural 
fibers, increased consumption of rayon at the expense of the older fibers appears 
likely. 

It is important, however, not to overestimate the significance of cotton-rayon 
competition to the cotton textile industry. Since rayon staple fiber can be 
processed on cotton machines, the textile mill can shift from cotton to rayon with 
only minor adjustments in its machinery.”” The chief competition in this field 
is between the cotton farmer and the rayon-producing company. But even 
here, because of the diverse uses of cotton and the relatively small consumption 
of rayon staple fiber, rayon staple utilization could be greatly expanded without 
greatly significant effects on cotton consumption. Rayon staple fiber is used 
primarily in women’s and girls’ apparel. If in 1939 rayon staple fiber had 
completely displaced cotton in these uses it would have resulted in almost a 300 
per cent increase in rayon staple fiber consumption, but it would have reduced 
cotton consumption by only about eight per cent.?® 

Although rayon staple fiber is now produced for use on either cotton or worsted 
machines, it is probable that spinning and weaving machines especially designed 


27 Cf. Buford Brandis, ‘‘Synthetics and the Cotton Textile Industry,’’ Monthly Review of 
the Federal Reserve Bank of Atlanta, XXX (April 30, 1945), p. 34. 

28 Cf. M. K. Horne, Jr., ‘‘The Final Consumption of Cotton,” The Southern Economic 
Journal, IX (April, 1943), p. 305. 
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for the use of rayon staple will soon be developed which will provide improved 
operating efficiency and superior textile fabrics. As long as rayon staple fiber was 
in the developmental stage it seemed to the producers unwise to manufacture 
a product which would require special textile machinery for its utilization. It 
now appears, however, that such machinery may soon be designed,?* and those 
textile mill operators who expect to make efficient use of staple fiber may find it 
necessary to equip themselves with the new machines. 

What the trend in regard to exports of American rayon staple fiber will be is 
not now clear. In the past American exports of staple fiber have been nominal. 
The Axis nations, on the other hand, were large staple-fiber exporters, Japan’s 
exports alone being almost 50 per cent greater than the entire American produc- 
tion and Italy’s exports exceeding the combined output of Great Britain and 
France by over 20 per cent. Whether the foreign demand for staple fiber for- 
merly supplied by the Axis powers can now be satisfied by the new and enlarged 
plants outside the United States or whether American exports will become 
significant cannot now be determined with certainty. The American producers 
will not be subjected to governmental pressures to export in order to build up 
foreign balances, whereas such pressures may be exerted upon rayon producers 
in other countries. The labyrinthine international ownership of rayon-producing 
companies, furthermore, rendered even more obscure by the events of the war 
period, makes the anticipation of the decisions of American plants in regard to 
export policy uncertain. Since, however, much of the expansion in the staple 
fiber production capacity during the war years was for special-purpose fibers 
required for military uses, it seems likely that during the period of the immediate 
future domestic production will be well below domestic requirements and that 
the United States will, for a few years at least, continue to be on balance an 
importer of rayon staple fiber. 

Increased consumption of rayon staple fiber might result from an overall 
increase in textile consumption or from the displacement of other fibers by rayon 
staple. In the past, consumption of textile fibers has varied from year to year, 
depending in part on the level of general business activity, but the secular trend 
has been for a relatively constant per capita consumption of apparel fibers. In 
1896, for example, per capita consumption of cotton, wool, silk, and flax was 21.9 
pounds, and in 1932 the per capita consumption of these fibers was 22.6 pounds.*° 
If full employment and high national income can be maintained, the consumption 
of textiles will undoubtedly be relatively great, but probably not much above 40 
pounds per capita. If staple fiber consumption were to increase as rapidly 
during the next ten years as it did during the decade of 1935 to 1945, per capita 
consumption of rayon staple would be about six pounds, and if the same rate of 
increase were maintained for another ten years, per capita consumption of rayon 
staple fiber would reach almost 40 pounds by 1965. It is clear, accordingly, that 


2° Cf. Harold Ashton, ‘‘New Concepts for Spun Rayon Yarns,’’ Rayon Textile Monthly, 
XXVI (May, 1945), pp. 222-223. 


80 Fvans and Monachina, op. cit., p. 44. 
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the rate of increase of rayon staple fiber consumption must diminish and that 
soon such increases as are registered will be in part at the expense of other fibers. 

Rayon was the first synthetic fiber produced commercially in this country, and 
it is currently the most extensively utilized of the man-made fibers. But new- 
comers to the textile field will undoubtedly constitute an increasing portion of 
total textile consumption, and other products of the chemist’s test tube are on 
the threshold of commercial production. Nylon and Vinyon, the first fully 
synthetic fibers, have already seen extensive application. Protein fibers derived 
from soy beans and milk have within recent years gone into production in this 
country. Fiberglas, the first inorganic synthetic fiber, is being used extensively 
in industrial applications. And experiments designed to produce synthetic 
fibers from the following materials are under way: gelatin, sein (derived from 
corn), seaweed, fish skin and meat, chitin (derived from the cell walls of fungi, 
or the skeletal structure of such invertebrates as crabs, lobster, and shrimp) 
horse and beef muscle, ossein (derived from bones), hair, wool, horn, feathers, 
animal hides and leather waste, silk waste, cocoons, mulberry leaves and bark, 
wood fiber, peanuts, castor beans, rice and wheat bran, petroleum waste, seeds of 
lupine (a desert flower), and lichenin, agar-agar, iceland moss, and other vegetable 
mucilages. 

Although the future of most of these fibers is largely a matter of speculation 
and it seems unlikely that most of them could ever become important competitors 
of cotton because of limitations in the supply of raw materials, it is altogether 
possible that some of these and other fibers yet undiscovered may in the not too 
distant future become commercially important, in some instances at a cost below 
that of cellulose. The use of the newer synthetic fibers and plastics may be 
expected to advance the time when the production of rayon staple fiber will 
reach the inevitable plateau. 








NOTE ON EFFECT OF DENAZIFICATION UPON 
PROPERTY RIGHTS IN GERMANY’ 


R. M. HAVENS 
University of Alabama 


An important result of the denazification program as it has been conducted 
in the American occupation zone of Germany has been a considerable shift in the 
control of business enterprise. This shift was necessary if we were to eliminate 
Nazi control of the economy of the country. The accompanying abrogation of 
basic property rights was largely unforeseen and unintended, but it is laying the 
groundwork for serious legal problems, creating a situation where fraud and graft 
are certain to be widespread, and making it difficult to establish confidence in 
democratic legal processes in the minds of the German people. 

During the first few months of occupation Military Government centered its 
attention in the program of denazification of business primarily upon elimination 
of Nazi control from the banking system and the large corporations. It was 
realized by the end of the summer of 1945 that a complete program of denazi- 
fication of business could not be carried out through direct action by the limited 
number of Military Government officers. As a result a law was put into effect 
by military authorities which placed upon the owners or managers of business 
enterprises the responsibility for seeing that Nazis were removed from any 
positions of control. The intention naturally was to shift to the German 
people the responsibility for removing Nazi controls in industry and to leave 
with Military Government personnel only the work of checking to see that the 
law was obeyed and of taking action where disobedience or evasion became 
apparent. 

Such a program was quite feasible in the larger business organizations where 
the elimination of a Nazi executive meant only that another employee moved up 
to take the position, although usually the top group of executives was so loaded 
with Nazis that a very minor employee had to be shifted suddenly into a position 
of responsibility. The greatest difficulty of the new program revealed itself in 
connection with the large number of small establishments such as bakeries, 
shoe-repair shops, groceries, clothing stores, etc. During a time of severe con- 
sumer-goods shortage Nazis at the head of even small businesses of this type 
were in positions of real importance and might well influence public opinion by 
judicious release of scarce items. 

But the fact that ownership, management, and technical skill were all com- 
bined in the person of the Nazi owner of the shop made it obvious that a policy of 
replacement of the owner by one of his employees was not the solution to the 


1 This paper is based upon the experiences of the author in his work with a Military Gov- 
ernment detachment in Germany for over a year. The field of observation was limited to 


the operations of this one detachment, but it is believed that the situation indicated in this 
article is rather general. 
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problem. The number of employees was small in most of the shops and fre- 
quently none of these had the requisite skill for full direction of operations. In 
many cases the business was a family enterprise with no outsiders employed, and 
a shift to another member of the family normally would not alter the real control 
of the business. Even in situations where there were non-family employees the 
personal relationships in small shops would usually be so intimate that estab- 
lished policies of the Nazi owner would not necessarily be altered, nor would his 
influence and control be eliminated by placing control in the hands of such 
employees. 

It seemed that some sort of trusteeship arrangement offered the best answer 
to the problem, since a trustee could be selected whose past relationship with the 
proprietor would not subject him to the owner’s influence. A verbal ruling 
from Seventh Army Headquarters directed that in the Western Military District 
this shift in control of small businesses should be under the Property Control 
Law already established by Military Government. This law had been put into 
effect in order to handle properties where the owners were unable to manage 
them because of absence, disputed ownership, or removal because of Nazi 
activities. 'The general procedure involved publication of a notice to the effect 
that the property had been taken under control by Military Government, which 
involved appointment of a trustee to manage it, and the collection of reports 
from the trustee periodically in order to assure proper management. 

So long as only a small number of properties was handled in this manner it was 
possible to choose trustees carefully and to check the reports to ascertain whether 
the management by the trustee had been honest. But the military personnel 
available for property-control work was very limited. In the City of Heidelberg, 
for example, only one officer and two enlisted men could be spared. Neverthe- 
less the program had to be undertaken. In the month of October, 1945, the 
first group of small businesses was placed under property control. There were 
119 small shops in this first group in Heidelberg, and it seemed then that the 
final number to be handled would be well over 300. 

It was obviously impossible for the Property-Control Officer personally to 
select this large number of trustees and also to carry on the other work of his 
office. As a result another shift of responsibility to the German people was 
arranged. In each line of business a non-Nazi civilian committee was selected 
to nominate trustees for shops coming under control. <A record of the nominee 
showing his business experience and past political activities was required with 
each nomination. If the nominee appeared satisfactory to the Property-Control 
Officer he was then placed in control of the business. 

A number of weaknesses in the program soon appeared. It was obvious that 
where the members of the committee had business friends in the shops being 
taken over they would try to protect their friend’s interests by appointing 
trustees who would operate the business with some regard to the wishes or the 
Nazi owner. Even more serious than this possible evasion of the intent of the 
law was the pressure that was immediately placed upon the German committee 
by interested parties, in their efforts to secure appointments as trustees. The 
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entire program tended to be interpreted by the German people in the light of 
recent experience; it was thought that since under Hitler the anti-Nazis had been 
robbed of their property and it had been awarded to ardent Nazis, now the 
Americans were taking the property of the Nazis and giving it to the anti- 
Nazis. The device of trusteeship was not generally believed by the German 
people (including many of the trustees) to be of any significance, since it was not 
expected that Military Government would concern itself much with the pro- 
tection of any legal rights that the Nazi owners might appear to have. The 
belief was common, therefore, that for all practical purposes the trustee became 
the new owner of the business. In this connection it should be understood 
that while some of these businesses had been secured by questionable means 
during the Hitler regime the majority of them had been legitimately secured and 
many had been in the owner’s family for years. 

The hardest pressure for the German committee to resist came from members 
of the groups that had been oppressed by the Nazis. A threat to denounce a 
committee member as a Nazi was very potent since American military personnel 
would naturally tend to accept the word of a Pole, Jew, or Frenchman in such 
a case. Since being branded as a Nazi meant to any German that he was 
eliminated from governmental work, from the professions, and from any im- 
portant place in the business world, it is understandable that they wished to 
avoid even suspicion of such a taint. The appointment of members of the 
oppressed groups could scarcely be refused where they could demonstrate fitness 
and many such people were appointed as trusiees. But frequently nominations 
were made even when such proof was lacking because of the pressure applied by 
unscrupulous members of the oppressed groups. At least until December, 
1945, the check by Military Government upon the qualifications and operations 
of these trustees had not been sufficient to eliminate incapable or dishonest 
trustees. 

Under these circumstances it is inevitable that a considerable number of the 
properties will be dissipated by improper and dishonest management. Re- 
gardless of the integrity of the American officer in charge, he faces an impossible 
task in attempting to supervise adequately the large number of trustees under 
his nominal authority. One possible solution would be to place increased con- 
trol over the activities of the trustees in the hands of German authorities where 
adequate personnel would be available for investigation. This action, however, 
would risk a further evasion of the law in the direction of continued influence by 
the Nazi owners, as they would find a more ready hearing with German author- 
ities than with American officers. 

One of the basic difficulties in our entire denazification-of-business program is 
that our policy in the final disposition of Nazi-held property in Germany has 
not been determined. So far as Military Government officers in the field know, 
there has been no decision as to whether blocked bank accounts or property 
placed under control is to be forfeited or is to be returned to the Nazi owners. 
The legal title to these funds and properties remains unchanged in Nazi hands. 
Should the American occupation forces move out today, Nazi ownership would 
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be largely undisturbed and control could be quickly re-established. We cannot 
safely leave Germany until actual ownership of important business property has 
been transferred to non-Nazis. There appears to be no adequate reason for 
delay in instituting such a permanent policy. Part of our current difficulties lie 
in evading the basic problem of Nazi ownership by the temporary expedient of 
attempting to separate management and ownership through the use of trustees. 

In the absence of a legal program for the actual transfer of ownership, Military 
Government has been forced into a position where property rights have been 
handled almost as carelessly as they were under the Nazis. Legal fictions have 
been maintained, but the reality is that a large amount of property has been 
placed under the control of persons having no shadow of claim to it under con- 
ditions where fraud and embezzlement are certain to be common. Such a 
situation is a poor foundation upon which to establish respect for democratic 


procedure in which law is supposed to control rather than the personal fancy of 
political or military authorities. 
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International Cartels. By Ervin Hexner with the collaboration of Adelaide 
Walters. Chapel Hill: The University of North Carolina Press, 1946. 
Pp. xiv, 555. $6.00. 

The word cartel is quite old. For centuries it belonged in the “legal” vo- 
cabulary pertaining to war and duels. But the meaning now generally associated 
with the word, that of a particular form of entrepreneurial relationship, is quite 
new, its use dating back not more than seventy or eighty years. In its new usage, 
the word soon attracted such opprobrium that those entrepreneurs who entered 
into such relationships were unlikely to call them cartels, though at times they 
were not unwilling so to label similar control schemes set up by their rivals. 
Still more recently the word has been applied so loosely that its usefulness has 
been seriously impaired. Thus Senator O’Mahoney, as Chairman of the TNEC, 
wrote, “International Monopoly—commonly called the ‘cartel system’—is the 
foe of full employment.” “As an emotional symbol,” writes the New York 
Times, “it (the word cartel) calls for the response of a ‘secret,’ ‘Un-American’ 
‘contract with foreigners’.”’ 

Such loose and emotional use of the word cartel renders difficult the task of the 
scholar who wishes to analyse impartially, describe objectively and evaluate 
soberly the phenomenon which the word is supposed to denote. This difficulty is 
further enhanced by those who deliberately deepen the darkness because they 
enjoy it and expect to profit therefrom. At no time has this difficulty been 
greater than at the present when memories of Hitlerian abuse of devices rightly 
or wrongly called cartels and alleged interference by cartels with the war effort 
of the United States and her allies are still fresh in the public mind. 

Into the hot debate which is raging over the cartel problem Hexner injects 
the cooling air of calm and objective inquiry and of sober counsel. Pointing to 
wide and treacherous gaps in our factual knowledge, he warns against premature 
generalization and hasty judgment. Exposing the precarious nature of some 
“‘basic”’ assumptions, he urges re-examination of the premises on which con- 
clusions are said to rest. 

Few men are better prepared for the difficult task of analyzing and appraising 
the nature, function, and performance of cartels than Dr. Hexner. His training 
extends over political science, economics, andlaw. He is master of the languages 
in which cartel literature is written. His experience includes not only responsible 
participation in cartel practice, holding of high government positions and an 
active part in important international conferences, but also an academic career 
of some length and of remarkable breadth. For fully two decades, Dr. Hexner 
has been a close student of the cartel problem. He has written books in the 
field; his last one, The International Steel Cartel, was widely hailed for its scholar- 
ship and competence. This diversity of both training and experience is a safe- 
guard against onesided and doctrinaire attitudes and against ready acceptance of 
“easy” solutions. 
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The present volume is strictly confined to one phase of the cartel problem, the 
problem of international cartels. The treatment of international cartels, more- 
over, is confined to the period immediately preceding the Second World War. 
Since, however, many international cartels are superstructures erected on 
domestic cartels, these cannot be wholly ignored. 

The book consists of three parts entitled General Considerations, Case Studies, 
and Appendices, respectively. It is indicative of Dr. Hexner’s convictions that 
considerably over half of the space is assigned to factual or empirical material 
such as case studies, statistics, and documents. He believes in building up 
principles and policies on a broad foundation of concrete knowledge of pertinent 
facts, objectively reported and scientifically analyzed. 

There are over one hundred case studies contained in Part II, ranging from 
very brief reports, such as that on coffee (a little over one page), to rather com- 
prehensive discussions such as those on sugar, tea, rubber, steel, aluminum, 
copper, tin, petroleum (including hydrogenation), nitrates, and manufactured 
chemicals. The author states that he has been willfully arbitrary in the method 
and form of analysis of the marketing controls selected. It seems that the main 
object the author has in mind is providing as general a survey, and presenting 
as many types, as possible. The amount of space devoted to various control 
schemes depends in part at least on the wealth or paucity of available infor- 
mation. In his discussion of steel, Dr. Hexner naturally drew on his earlier 
publication while the analysis of international control schemes in copper follows 
closely that previously published by Mrs. Walters in THe SourHERN Economic 
JOURNAL. 

Government or semi-government control schemes such as those controlling 
the marketing of rubber, wheat, and tea are included for the expressed purpose of 
demonstrating the wide range and variety of control schemes which have de- 
veloped in response to diverse marketing situations, and of suggesting the un- 
derlying forces, urges, and functions which seek expression in diverse institutional 
forms of which the cartel is one. 

Most of these case studies are purely factual and analytical. They tell what 
happened and what forces were at work. Only in exceptional cases is the author 
prepared to express a final judgment. One such case is the notorious Stevenson 
rubber-control scheme which Hexner deplores as an incredible blunder of British 
economic statesmanship. In many cases lack of evidence precludes such a 
verdict. Final judgment is always difficult in the case of marketing controls 
because one can never know definitely what would have been the alternative 
behavior and development in the absence of the control scheme. Dr. Hexner 
refuses to assume that the only alternative to cartel control is brisk expansion of 
business under ideal competitive conditions for the benefit of consumers. 

The ten Appendices (pages 395-531) supplement the empirical material con- 
tained in the case studies. There are diagrams showing the structure of the 
International Steel Cartel and of the Coal-Tar Dye Cartel; there are the full 
texts of nine selected cartel agreements; there is a statistical table showing in 
per cent the share of single commodities in the total value of world imports 
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(suggesting the extent to which global trade functions under control schemes) ; 
there is the notorious Diisseldorf agreement cited as a horrible example of 
entrepreneurial aberration. 

The case studies and appendices together provide a wealth of empirical 
material and documentary evidence not available elsewhere in such compact and 
convenient form. To what extent they provide the means through which the 
reader can inductively approach and appraise the “General Considerations’’ of 
Part One is an open question. One may wonder whether a smaller number of 
carefully selected and more fully treated case studies might have been more 
effective a preparation. One may also wish that a broader setting, historical, 
technological, and organizational, might have been provided in some cases. But 
the author had to choose between alternative uses of scarce means (in this case 
pages of printed material) and it was his privilege io choose as he did. The 
reviewer misses particularly a discussion or at least a mention of the way the 
nature of commodities (organic as distinguished from inorganic, perennial as 
distinguished from annual, raw material as distinguished from finished man- 
ufacture, etc.), the nature of the demand for diverse commodities, and the 
characteristics of the industry affect the need for, and the form of, entrepreneurial 
cooperation. A systematic treatment of these questions would, to be sure, make 
another much-needed book on cartels and other marketing control set-ups. 

Part I, “General Considerations,” consists of nine chapters, replete with diverse 
materials and very hard tosummarize. Chapter headings will give an idea of the 
breadth of the treatment, but only actual study will reveal its depth. Besides 
an introduction and a concluding chapter, there are chapters on the Cartel 
Concept, Restrictionalism, the Structure of International Cartels, the Policies 
of International Cartels, Intergovernmental Commodity Agreements and 
Buffer Stocks, Government Trade Restrictions, and Political Problems. 

In this part of the book the author comes to grips with a number of issues which 
account for the fact that the cartel problem is as controversial as it is. Do 
cartels necessarily restrict supply? Does the absence of marketing controls 
spell competition? What are the legitimate and effective limits of social con- 
trols over private or individual enterprise? How does the form of government 
affect. cartel behavior and the scope of cartelization? Are cartels responsible 
for restrictive trade policies? To what extent are they dependent on home- 
market protection? 

Of paramount significance for the entire treatment of the subject is Hexner’s 
definition of a cartel as “a voluntary, potentially impermanent business relation- 
ship among a number of independent, private entrepreneurs, which through 
co-ordinated marketing significantly affects the market of a commodity or 
service” (page 24). This definition determines the scope of ‘‘the cartel system” 
as a scientifically established concept and as distinguished from its more popular 
and emotionally affected meanings. It also limits the sins which can be laid at 
its door. According to Hexner’s definition the tools of the totalitarian state, no 
matter how labeled, are not cartels in the true sense of the word. Hexner’s 
cartel concept is capitalistically conditioned; it cannot live in the stifling atmos- 
phere of totalitarianism. On the other hand, trade associations, institutes, 
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bureaus, etc., may be cartels whether they carry the label or not. The use of 
the label is immaterial. 

Hexner stresses the precarious nature of the cartel which is a corollary of its 
voluntary collectivism and which is in sharp contrast to the far more robust 
nature of such monopolistic set-ups as single entrepreneurships such as the 
United Shoe Machinery Corporation and corporate hierarchies such as the 
Lever Brothers-Unilever-Limited structure. 

Naturally the entire treatment of the cartel problem depends on, and varies 
with, the definition of a cartel. If, regardless of the facts that more cartels 
operate in the domestic field than in the international and that there are many 
effective forms of international monopoly other than cartels, “the cartel system” 
is identified with international monopoly in general, then hardly a sentence in 
Hexner’s book retains the meaning and significance it is purported to have. 

Hexner is outspokenly against monopolistic restrictionism and for balanced 
expansionism with broad long-run social objectives. On that score he goes all 
the way with those who gallantly fight for consumer protection from producer 
abuse. But Hexner believes that in the world to come, technological and politi- 
cal forces of unprecedented potency, if not violence, will be at work. At the 
same time the sights of men have been set higher. The world expects concerted 
efforts to assure full employment and higher levels of living for the many. The 
Four Freedoms are taken seriously. In such a world Hexner foresees the need of 
a certain degree and certain forms of entrepreneurial co-operation, under govern- 
ment control and in the limelight of wide publicity. As he sees it, therefore, the 
task before us is not that of fighting such co-operation, but of directing it into 
constructive channels. 

In other words Hexner does not believe in the simple either-or black-white type 
of approach and solution which rests on the belief that any control or interference 
with laissez faire inevitably leads to fascism and to serfdom and that the only 
way to escape that fate is to return to the automatic market operating under 
unrestricted competition. Hexner’s rich and varied experiences in business and 
government alike reject such a solution. He has a keen sense for the limits of 
political and economic controls alike. To him the problem is one of finding ways 
through which out of an infinite array of empirical evidence there will evolve a 
stock of practical wisdom, codes of ethics, and moral values which will head the 
world in the right direction. 

Not the least valuable feature of this general part is the insight it offers into 
the pertinent literature. Hardly a page is without a footnote; some have as 
many as a dozen or so; a few are almost wholly taken up with footnotes. This re- 
markable survey of cartel literature reveals what many have felt but perhaps not 
fully realized: a sharp cleavage of opinion among those able to discuss the prob- 
lem with authority. One group among whom Lionel Robbins, Jacob Viner, 
F. A. Hayek, Corwin Edward, Wendell Berge and Thurman Arnold are prom- 
inent, faces another group, among whom may be counted Joseph Schumpeter, 
E. A. G. Robinson, J. W. F. Rowe, J. Anton de Haas, Milo Perkins, and Oliver 
Wendell Holmes. 

Hexner would be the last to claim that his book settles the cartel question once 
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and for all. In fact, he explicitly states that he has no ultimate solution to offer. 
To offer such a solution would run counter to his conviction that only 
evolutionary trends in the right direction can bring the solution. Moreover, no 
book dealing with only one phase of the cartel problem—the international phase— 
can and should solve the whole problem. Finally, the cartel problem is inex- 
tricably linked up, but not identical with the broader issue of laissez faire vs. 
control, market automacism versus planning. Perhaps Hexner will follow 
through with a general book on cartels. In such a book he could deal more 
fully with many questions which are bound to arise in the minds of those who 
read the present volume but which could not possibly be treated in it without 
destroying its structural unity. 

The excellence of four indexes—commodities; processes and services; compan- 
ies; authors; and general—should not remain unmentioned. 

In conclusion, it may be said that Hexner’s book is antidoctrinaire. It 
rigorously opposes those who would turn the cartel into the whipping boy to 
serve for all monopolistic sins committed regardless of the label chosen by the 
sinner. Cartels are tools and as such can be used for expansive and constructive, 
and abused for restrictive and destructive, purposes. There are many monopo- 
listic abuses committed outside of cartels. To identify monopoly with the 
cartel is dangerous in the extreme, for such identification may yield immunity for 
many who should be watched. To have striven bravely and honestly to ward 
off this grave danger is the great merit of the author of International Cartels. 

University of Texas Erich W. ZIMMERMANN 


Australian Social Science Abstracts. Australian National Research Council 
Committee on Research in the Social Sciences. Number 1, University of 
Melbourne, March, 1946. Pp. ii, 18. 

According to the Preface in the first issue, the Abstracts are intended to provide 

a survey of material published in or related to Australia, New Zealand, and their 

territories. Fields dealt with are economics, political science, social conditions, 

education, geography, history, law, and agriculture, land, and rural problems. 

Both governmental and private publications are covered. The present intention 

is to issue the Abstracts twice yearly. 

University of North Carolina Henry OLIVER 


The Concentration of Economic Power. By David Lynch. New York: Columbia 

University Press, 1946. Pp.423. Price $5.50. 

This volume is an institutional study of the Temporary National Economic 
Committee (TNEC) and a summary of the testimony gathered during the in- 
vestigation it conducted between 1938 and 1941. It will be recalled that the 
TNEC was constituted jointly from members of the Senate, the House of Repre- 
sentatives and six executive agencies, that the TNEC spent over a million dollars, 
and that it was responsible for the preparation of a massive array of material on 
many aspects of this nation’s economy. 

A re-examination of the work of this committee is pertinent, as the concentra- 
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tion of economic power proceeded apace during the war. and because dislocations 
such concentration caused during the nineteen thirties are likely to reappear in 
the near future. Outstanding among the dislocations attributed to the concen- 
tration of economic power is the problem of mass unemployment; indeed, it was 
the riddle of unemployment which inspired the TNEC investigation. After 
the “recession” of 1937 many members of the administration were of the opinion 
that economic concentration led to administered prices, and that such prices, 
being inflexible, were responsible for chronic unemployment in the lines to which 
they applied. Mr. Lynch sees merit in this analysis, hence his desire to revive 
interest in the Committee’s work. 

In studying the Temporary National Economic Committee as a phenomenon 
of government Mr. Lynch has broken new ground. The genesis of the TNEC 
is examined in some detail, and thumbnail sketches are provided of the persons 
who served as members. The Committee’s conception of its task and the method 
in which it conducted the investigation are treated amply; there is a twenty-page 
outline of the hearings and comprehensive reviews of the suggestions offered the 
TNEC and of the recommendations it made to the Congress. This phase of the 
book is rounded off with an able appraisal of the work of the Committee and (in 
an appendix) a digest of earlier congressional investigations of business. 

The testimony presented to the TNEC has been organized under six headings. 
As ‘‘The Economic Setting” Mr. Lynch stresses the growing importance of cor- 
porations and trade associations, the significance of industrial research, the 
rapidity with which far-reaching changes are taking place in the economy, and 
the “eclipse of competition.” Next presented is a generous sampling of the 
statistical evidence of concentration. A third chapter is titled aptly “Exploiting 
the Arm of the Law.” Here are examined the inspiration for, and the 
case against, “fair trade” laws, trade barriers, many patent practices, “self- 
government in industry,” “conservation as a facade for price-fixing” and “per- 
version of the public utility concept.” The “Implementation of Monopoly” 
covers familiar ground: the basic conditions conducive to economic concentration 
and legal devices by which such concentration is consolidated. A chapter on 
“The Problem of Full Employment,” perforce like the hearings, emphasizes the 
problem rather than its solution. Finally, “Disclosures” covers conditions bor- 
dering on the scandalous which the Committee uncovered, among them the mis- 
use of industrial insurance, the glass container patent licenses, and the “irre- 
sponsibility of corporate stewardship.” 

That the investigation revealed monopolistic practices to be widespread in busi- 
ness is a matter of common knowledge. Mr. Lynch points out that businessmen 
are eager to proclaim their loyalty to competition, but that their conception of 
competition has progressively altered until little remains but the empty ritual. 
On the other hand, he questions also the popular “‘old oaken bucket” belief that 
the restoration of competition 1840 style would dissipate the economic problems 
of today. 

In not clearly stating his interest in the TNEC as a political institution Mr. 
Lynch has risked some harsh criticism. As explanations of how the economy 
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functions, the views of Congressman Summers and Senator King scarcely would 
hold the attention of a high-school boy. Yet perhaps the opinions of these and 
other Committee members merit the attention Mr. Lynch has given them, since 
they largely account for the course of the TNEC investigation and the short- 
comings of the final report. That report, in turn, is pitifully inadequate as an 
economic analysis, but as a political document it may have some stature. Mr. 
Lynch has concentrated on the hearings, as he judged that the monographs had 
been adequately treated in the Final Report of the Executive Secretary. Pre- 
sumably, too, a study of the monographs would have lengthened the present 
volume unduly. Still it is difficult to understand the extent to which the mono- 
graphs have been overlooked. That the TNEC made available to trained econo- 
mists the records of leading business firms, that it financed their research and 
published many of their studies, is to my mind one of its principal accomplish- 
ments. Yet in the final chapter, given over to an appraisal of the TNEC, the 
monographs are alluded to only twice, and then in terse footnotes. 

Many persons will find the book helpful in renewing their grip on the main 
lines of prewar economic thought. The style is fresh and clear, and the text is 
well documented. Several of the chapters summarizing the testimony assembled 
by the Committee should become part of the syllabi for undergraduate courses in 
industrial organization and the relationship of business and government. 

University of North Carolina Frank J. KorrKe 


Concept of the Corporation. By Peter F. Drucker. New York: The John Day 

Company, 1946. Pp. ix, 297. $3.00. 

In our quick-paced age when the extent to which private individuals should 
manage their business is continually a major consideration in national and in- 
ternational politics this book has a genuine contribution to make. The principal 
purpose of the volume is to analyze the réle of the big business corporation in 
American society. In this connection Mr. Drucker attempts to answer one of 
the most fascinating questions arising in American democracy: how loyalty to 
the national community can be reconciled with the pursuit of private profit 
interest. The author derived his material principally from studying the struc- 
ture and operation of the General Motors Corporation, a significant unit in the 
development of big business. 

Professor Drucker is justifiably perturbed by the fact that up to now little 
empirical research and speculation have been devoted to the description and 
evaluation of actual patterns of conduct in the management of large corpo- 
rations. And he is right in criticizing business ethics (and general ethics) be- 
cause it does not spell out which of the available alternatives of conduct the 
business executive ought to choose in order to satisfy the primary requirements 
of our moral culture. As Walter Lippmann put it more than two decades ago: 
“The moralist must choose: either he must offer a pattern of conduct for every 
phase of life, however distasteful some of its phases may be, or he must guarantee 
that his pupils will never be confronted by the situations he disapproves. .. . 
Kither he must abolish the economic life of man and feed him with stardust and 
dew, or he must investigate all the perplexities of economic life and offer patterns 
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of conduct which are applicable...” Lippmann characterized our present 
approach to these problems as follows: “In its best aspects it is dissident at the 
awful complication of the modern world. In its worst it is just cowardly.” 

To be sure, the author does not claim to present a complete monograph ac- 
companied by conclusive evidence. Important topics (e.g. price policies) are 
omitted or touched upon only fragmentarily. However, the book may be 
considered a highly challenging “opening statement” for an intelligent dis- 
cussion of the position of the big business corporation in democracy. 

The first section of the volume deals with several fundamental problems of 
neo-capitalistic economy, e.g. the justification of the profit motive and consumer 
sovereignty. The author’s excursion into social philosophy, especially into the 
implications of the doctrine of the harmony of interests, results in the rejection 
of both idealism and crude pragmatism as guiding principles in modern demo- 
cratic society. ‘It is the first job of the leaders of a free society,’ he writes, 
“to go back to the concept of harmony and to a philosophy of society which is 
neither monolithic nor pluralist but which sees the one and the many, the whole 
and its parts, as complementing each other.” A critical examination of Pro- 
fessor Drucker’s interpretation of the harmony-of-interests doctrine would far 
surpass the limits of this brief review. 

The second and third sections discuss the organizational pattern and the 
working methods of a big industrial corporation. They contain valuable 
material on many aspects of management-labor relations, on an intelligent 
recruitment of executive officers, on concentration and decentralization of 
responsibility, on business relations with dealers, and so forth. The possible 
annihilation of the worker’s personality in large-scale manufacturing and en- 
lightened efforts to safeguard human dignity and initiative are duly emphasized. 
The fourth section of the volume contains conclusions projected into suggested 
policies relative to high-scale employment, annual wages, and wise investment. 
This section touches also on the dilemma of planning and freedom in a democracy, 
the use and abuse of economic power, competition and monopoly, and on other 
pertinent issues. 

The book under review is an effective plea for new empirical research and 
speculation in a field as important as unexplored. The author’s slight inclination 
toward conceptualism does not make his reasoning less attractive. Each of the 
chapters will repay careful reading and re-reading. The volume represents a 
distinct addition to the knowledge of what we call modern industrialism. 

University of North Carolina Ervin HEXxNER 


Cost Accounting (Third Edition). By W. B. Lawrence. New York: Prentice- 

Hall, Inc., 1946. Pp. xii, 606. 

The third edition of this well known and widely used textbook originally 
published in 1925 is timely. Mr. Lawrence has done more than revise the 
preceding edition; he has taken it apart and has rewritten it. Much of the 
earlier material has been condensed, the chapter sequence has been changed, and 
completely new subject matter has been added. 

There has always been discussion concerning the order in which job-order and 
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process costs should be introduced. Mr. Lawrence has reversed the order 
followed in previous editions and now treats process costs ahead of job-order 
costs. The new arrangement is satisfactory provided the instructor does not 
attempt to cover the subject of process costs thoroughly at this stage. If a com- 
plete practice case is used, the student is apt to encounter difficulties, particu- 
larly in understanding service-department costs and their distribution. This 
topic is not treated in detail at this point. 

Some chapters have been consolidated, and others have been separated and 
expanded. There has been an improvement in terminology and in the con- 
sistency with which it is used. More and better illustrations are used. 

While improvement in the presentation of vital but old subject matter is 
desirable, chief interest in the revised edition should center on the new material 
which has been added, and on an appraisal of the extent to which it incorporates 
the advances which have been made in this field of accounting. Mr. Lawrence 
includes, for the first time, chapters titled “Cost and Volume Production”, 
“Capacity Costs”, “Cost Relationships”, and ‘“The Budget as a Basis for Cost 
Control”. The first three of the chapters mentioned above recognize the 
importance of economics in the use of cost data. This recognition has been 
long overdue, for cost-accounting textbooks have been notoriously deficient in 
this respect. These topics have been skillfully handled by Mr. Lawrence, and 
numerous illustrative computations save the discussion from becoming too 
general or too difficult to follow. 

A bibliography of handbooks, books, magazines, and selected topical references 
is a valuable addition. 

Appendix I consists of 135 practical problems, sufficient to provide for choice 
in the making of assignments. However, there is need for a number of ad- 
ditional problems tailored specifically to provide practice in the application of 
the material contained in some of the new chapters. 

Appendix II contains the data and instructions for use in the practice sets, 
which are published separately. The practice sets have been enlarged and 
improved. They provide practice in the application of cost-accounting pro- 
cedures. 

Briefly, and specifically, it may be stated that Mr. Lawrence has greatly im- 
proved and enlarged the usefulness of his textbook in this new third edition. 

University of Tennessee Harvey G. Mryer 


Economics. By John Ise. New York, Harper & Brothers, 1946. Pp. x, 731. 

Through nearly 700 pages of royal octavo text with double columns and 
rather small type, Professor Ise writes of Economics and other topics more or 
less closely related thereto. The pages remind one of an encyclopedia and this 
impression is re-enforced by the breadth of the material included in the book. 
From a background of wide scholarship and catholic interest, Professor Ise 
writes well, not only of marginal utility and normal price, but of eugenics and 
racial prejudice and the causes of war. 

The introduction of discussions of a great many topics that fall outside the 
main body of economic doctrine and the large amount of well-chosen illustrative 
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material both serve to maintain the interest of the reader. The book contains 
something about most of the topics that an instructor would think of including 
in a general course in Economics. It is not a valid criticism to say that others 
would have adopted different emphases, for each instructor employing the book 
will be free to supplement or omit. Even so, one or two observations on the 
content of the volume may not be out of place. Professor Ise is clearly interested 
in maintaining a “social” viewpoint rather than in preparing students for the 
study of business administration. There is no special treatment of risk and 
insurance in the book, very little concerning the basic institutions of property 
and contract, and next to nothing about the process of capitalization. Professor 
Ise, properly in the eyes of many persons, has avoided the extremes of rigorous 
economic analysis, and has made economic theory share space with questions of 
broad social policy. About the same amount of space—two pages—is devoted 
to business cycle theory as to “the problem of ‘race deterioration.” As indica- 
tive of the author’s general attitude toward these questions of broad social 
policy, it may be pointed out that while an entire chapter deals with the control 
which business exercises over politics, press, education, and religion, the chapters 
on Labor make scant reference to the vast amount of social and economic power 
which the non-owning classes have lately acquired. 

The economics in the book is largely Marshallian. Even the order of treat- 
ment does not depart far from the traditional division. The major heads are 
Production, Prices, Exchange, and Distribution. Some concession is made to 
the recent theory of monopolistic competition, but the treatment is more or 
less appended to Marshall’s analysis. Chapters 10 and 11 on monopoly in 
production and chapter 17 on the determination of long-run normal price under 
conditions of monopoly seem to be quite traditional. Then there follows chapter 
18 on Monopolistic Competition and Price. 

The last 200 pages, approximately, are devoted to a discussion of capitalism 
and the other isms. This portion of the work is evidently intended to be, and 
in fact is, the most distinctive. The material is interesting and well-presented; 
but if Professor Ise writes interestingly he does not always write satisfyingly. 
Perhaps it is inevitable that a book which opens up so many subjects should 
leave quite a few of them undisposed of. Not only in this section of the book, 
but throughout the volume, pros and cons of various economic and social ques- 
tions are stated. After reading them one wishes, as one often does after reading 
the conflicting interpretations of newspaper columnists, that one’s feet could be 
placed on some more solid ground; but Professor Ise evidently eschews solid 
ground when he declares in the preface his belief “that one of the important 
characteristics of an educated mind is the avoidance of absolutes.” Being thus 
committed to the relativity of all things, he and his students must remain just 
one step removed from the proposition that one thing is as good as another. 

This characteristic of the book is certainly in harmony with the spirit of our 
age, which can find no rest for the sole of its foot. The text should prove a 
popular one for this reason, if not because of the more meritorious features 
which it possesses. Some persons will regret, however, that Professor Ise’s 
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declared purpose of taking ‘‘a rather broad philosophical attitude toward many 
economic questions” should issue only in relativism and pragmatism. If there 
is a thread that runs through the book it seems to be something like this: Human 
society develops according to some sort of evolutionary principle that is not 
very clearly stated; we are now in the latter stages of a phase called capitalism 
that had certain pretty bad features; we are about to enter—in fact, some 
peoples are well inside—a stage of collectivism that on the whole doesn’t look 
too bad. There are liberals who would like to help along this process and 
conservatives who would like to hark back to some past, now gone beyond 
recall. In the book there is repeated reference to such things as freedom and 
democracy, but it seems always to be assumed that the significance of these 
terms is understood. Perhaps it cannot be otherwise if educated persons must 
avoid absolutes. 

Here, then, is an excellent restatement of the principles according to Marshall, 
supported by a wealth of illustrative material drawn from a wide variety of 
sources; interesting and provocative discussions of all sorts of related topics; 
and an appraisal of contemporary society in terms of a purely relativistic 
philosophy. 

Davidson College C. K. Brown 


The Economics of Housing, as Presented by Economists, Appraisers, and Other 
Evaluating Groups. Laura M. Kingsbury, ed. New York: King’s Crown 
Press, 1946. Pp.ixand 177. $2.50. 

Miss Kingsbury declares, ‘““This study of the economics of housing arose out 
of various blunders which the writer, though a teacher of economics, had made 
in an attempt to own a couple of cottages. The latter were finally sold at a 
loss which, though apparently large, the writer did not know how to measure” 
(p. vii). Thus, she seeks an inductive method of measuring housing costs and 
values useful to consumers, landlords, and economists alike. The more sophis- 
ticated of Miss Kingsbury’s fellow blunderers in housing investment—the 
ranks are swelling fast these days!—as well as non-blundering or blunder-blind 
theorists will find much of value in this first report of a continuing study. While 
it errs in tacitly postulating value analysis as synonymous with housing eco- 
nomics, the book is an original and valuable contribution of first-rank importance. 
Moreover, the Columbia University Press is to be complimented on the excel- 
lence of its less costly ‘Kings Crown” product. The book is well designed and 
carries a good bibliography and index. 

The book contains competent summarization and valid criticism of housing 
valuation analyses by “representative economists” (Part I), and by “practical 
groups” (Part II). The writings of Smith, Ricardo, Mill, Jevons, Marshall, 
J. B. Clark, Irving Fisher, Cassel, Dorau and Hinman are treated in relation to 
the following concepts: the general economic nature of housing, gross rental, 
value of urban residential land, value of urban housing, depreciation and obso- 
lescence, capital cost, ratio of rental to value and rate of investment return, the 
capitalization process, joint rental and joint value, ratio of gross rental to family 
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income, equilibrium of cost and value. Part II, valuation by “the practical 
groups’, encompasses current and recent U.S. appraisal practice. The exposi- 
tion is ordered chiefly in terms of the three principal methods of appraisal—sales 
comparison, cost of reconstruction, and capitalization. The appraisers evaluated 
include Zangerle, Shattuck, Mertzke, H. F. Clark, Frederick Babcock, Kniskern, 
the Federal Housing Administration (the 1938 Underwriting Manual), the 
American Institute of Real Estate Appraisers (Text Material). Other groups 
considered include the accountants, tax assessors, architects, housing managers, 
the U.S.H.A. and its successor, the Federal Public Housing Authority. 

Miss Kingsbury concludes that housing needs a new economics. She finds a 
fundamental difficulty in the unsound theoretical basis of orthodox economics 
and its deductive method. The work of her “representative economists” and 
appraisers leaves much to be desired, but she feels she has cleared the way for 
building an evaluating structure which will yield significant value-cost or value- 
investment ratios. These in turn will feature the inductive method of measuring 
housing costs and values that she seeks. Building the proper evaluation struc- 
ture with resultant ratios is the next task she sets for herself. 

There is no denying that housing needs a new economics. The reviewer, 
however, questions the conceptual adequacy of the new economics that Miss 
Kingsbury proposes. She believes housing economics “...must recognize as 
its central problem the concrete valuation of houses and their land in money 
terms ...{and must be]...a part of the objective, quantitative general 
economics foreseen by Professor Wesley C. Mitchell” (p. 163). It would seem 
that despite her excellent criticism of orthodox postulates and concepts, criticism 
in places that is brilliant, as for example in her treatments of static-equilibrium 
theory (pp. 71-90) and the capitalization process (pp. 60-65), she labors under a 
conceptual myopia characteristic of the orthodox. She also mistakenly identifies 
quantitative technique with value-cost concepts. 

Without questioning the author’s claim that the phrase “the economics of 
housing” was first used by her (p. 1), the fact remains that housing economics 
today is by no means synonymous with value analysis. Nor should it be, despite 
the admittedly essential importance of value problems. The predictability and 
usefulness, sociological and dynamic comprehensiveness of supply-demand analy- 
sis in the market frame of reference, housing and house-building approached in 
terms of the Keynes-Hansen compensatory economy scheme, the house-building 
industry studied as a problem of organization and efficiency, housing as a problem 
of financial economics and municipal wealth, the increasingly organized character 
of the bodies of knowledge developed through these approaches—these facts all 
point to the fallacy of “‘a new housing economics” which over-emphasizes value 
analysis. 

At various points in her critique Miss Kingsbury confronts the very problems 
which have made and will continue to make housing economics more than semi- 
orthodox value analysis. Her recognition of the advantages of institutional, 
dynamic formulations (p. 64), that “...an evaluating structure must be built, 
mobile and geared to the ever moving market” (p. 163), for example, indicates 
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the pertinence for her inquiry of the concept of the market as developed by Er- 
nest Fisher, Homer Hoyt, R. U. Ratcliff and other economists. It is hoped that 
Miss Kingsbury in continuing her highly important inquiry will place the value 
problem and approach in better perspective within the inclusive economics of 
housing, and will utilize the market concept and market analysis in analyzing 
value as a function of dynamic forces, economic and sociological, operating within 
an institutional context. Otherwise, her value-cost or value-investment ratios 
may be upset by the increasing importance of mass production, pre-fabricated 
techniques, altered population and employment trends, socialization of land, 
urban redevelopment programs and the like. Of all commodities or forms of 
capital wealth, none is more affected by non-economic factors than housing. 


Correspondingly, no economics requires a more eclectic, more dynamic social 
science frame of reference. 


University of North Carolina N.J. DemMeRATH 
Effect of Federal Taxes on Growing Enterprises. By J. Keith Butters and John 

Lintner. Boston: Division of Research, Graduate School of Business Ad- 

ministration, Harvard University, 1945. Pp. 222. $3.00. 

This study analyzes the effect of Federal corporate and personal income taxes 
upon small growing enterprises using detailed case studies of a limited number 
of small concerns as its factual basis. In the author’s words, ‘No pretense is 
made that these cases represent a random sample. On the contrary, they have 
been deliberately selected because they possess certain characteristics. . . . (they) 
have achieved outstanding records of growth. . . . they illustrate a wide variety 
of tax effects ....the managements have been willing to release the necessary 
data for publication.” The term “small business” is used in a purely relative 
sense, primarily referring to concerns that are substantially smaller than the 
largest concerns in their industry. One of the assumptions of the study is that 
the full amount of the corporate income tax is borne by the corporation and its 
stockholders. Its scope is limited since no taxes other than the Federal income 
taxes are considered and no attempt is made to analyze the economic effects of 
any government expenditure which might result from these taxes. 

The author’s principle conclusions are: (1) Federal income taxes have little 
effect upon the desire of individuals to initiate new business enterprises or expand 
old ones. This conclusion is based upon interviews with key executives of the 
firms studied as well as upon interviews with other executives during the course 
of the study. (2) High corporate tax rates restrict the growth of small companies 
more than high personal tax rates, largely because of thef avorable treatment 
accorded to capital gains under the personal income tax. (3) The most im- 
portant effect of high income taxes upon small concerns is through the reduction 
in earnings available for expansion. This is particularly important since the 
typical small concern does not have access to outside sources of capital on 
reasonable terms and as a result must rely, in large part, upon retained earnings 
as a source of capital. (4) High income taxes are less repressive on large con- 
cerns as compared to smaller ones because: (a) diversification of risk within 
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larger concerns allows the use of losses as offsets against gains in tax compu- 
tations; (b) large internal sources of cash are available to larger concerns from 
non-cash expenses; and (c) large concerns may obtain outside capital on more 
favorable terms than smaller concerns. 

Thus, the crucial problem facing small businesses is that of obtaining capital 
on reasonable terms and the high income-tax rates are repressive since they 
limit internal sources of capital. Three chapters are devoted to a careful 
analysis of available sources of long- and short-term capital funds from internal 
and external sources. Mr. Butters and Mr. Lintner propose, as a partial 
solution to the problem, preferential income tax rates for small concerns. Since 
the existing corporate income tax provides some progression that benefits small 
concerns, it is apparently their intent to provide substantially greater con- 
cessions than now exist. 

The limited sources of outside capital available to small concerns on reasonable 
terms is a problem that has been discussed by a considerable number of writers. 
Most of these would heartily agree with the author’s analysis of the problem. 
However, most proposed solutions to the problem have inclined more toward 
improving the capital market available to small business rather than toward 
tax relief. 

This study is of interest to the student of both corporate and public finance. 
Part II contains the case material on which the study is based. Its refreshing 
approach to the basic motives of the business man and its analysis of the impact 
of taxation upon the financial structures of these particular firms are of especial 
interest. This reviewer would like to see a similar study made from a more 
representative sample of small businesses. 

University of North Carolina Jor S. Fioyp, Jr. 


Industrial Management in Transition. By George Filipetti. Chicago: Richard 

D. Irwin, Inc., 1946. Pp. vii, 311. 

The transition period indicated in this title is from about 1895, the date of the 
publication of A Piece Rate System by F. W. Taylor, to 1945, the last publication 
date mentioned. Industrial management as used in the title is essentially 
scientific management. The book is an account of the evolution of the 
scientific-management movement traced through the writings of its founders, 
contributors and exponents including those both in Europe and America. 

A treatise of this kind has been over-due for a long time. A similar work, 
Scientific Management by H. B. Crury, was published in 1919, only four years 
after Taylor’s death, and another, Scientific Management since Taylor by E. E. 
Hunt, in 1924. The present volume bridges a rather long period, therefore, in 
the evolution of the movement. 

A unique feature of this book is its method of organization and presentation. 
The entire volume is a chronological series of reviews or digests of the works 
selected to indicate the evolution of the movement. Running through these 
digests are the author’s own interpretations which serve to relate the contri- 
butions of the various authors to the main theme of the general evolution. It 
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is, thus, after the fashion of a “‘readers’ digest’’ of what the author has selected 
as the outstanding books on the subject. 

In choosing the various works for inclusion much study and discretion were 
required and many good books had to be left out, an omission for which the 
author makes due apologies. Also many phases of the broad field of scientific 
management had to be omitted because of the limitations of space available in 
one small volume. Production control, time and motion study, wage payment 
plans, personnel selection and placement, industrial training and other similar 
aspects could have been included with adequate justification, for they all have 
their roots in the broader field. 

The subject of organization, however, gets much fuller treatment. The 
emphasis in organization theory in recent years, as the author points out, is upon 
getting more of the management of the enterprise down into the lower ranks of 
junior executives and workmen. The top administration of an operating unit 
must create situations and relationships in which the personnel will do more than 
merely carry out orders. This is accomplished by the various methods of 
employee-interviewing, suggestion, participation, incentives and the gaining of 
a feeling of status and importance in the group. The emphasis is more upon the 
relationships which knit the organization together for the common objective 
than upon the several types of structure such as line, line-staff, departmental 
and functional in which the major concern is with the division of authority and 
the work of the organization. 

The most carefully treated phase of the movement is its economic philosophy. 
The goal of scientific management has always been, as the author emphasizes, 
ever-increasing productive efficiency resulting in larger quantities of goods and 
services at lower prices per unit for the benefit of society asa whole. It has been 
the contention of labor, however, that the results of increased productivity 
should be higher wages, better conditions and less work for the laborers con- 
cerned. Capital on the other hand, has sought to route the savings in cost into 
the channels of higher profits and sounder financial structures. The author 
believes that the conflicting views of capital and labor are now becoming recon- 
ciled in favor of an acceptance by both parties of the philosophy of scientific 
management, and he quotes a labor spokesman asserting his general adherence 
to this view. The reviewer, however, is more skeptical; assertions are some- 
times mere lip service. 

There are several factors that may discourage the lowering of prices or costs, 
enlarging output and hence maintaining wages or profits. First is the probable 
inelasticity of demand for the product. Second, retaliatory price-cutting by 
competitors may force prices far below costs, especially if fixed costs per unit 
are high. Third, unless prices were lowered on all that labor buys there would 
not be an equal compensation for its loss of wages. Finally, there are the factor 
of vested interests, immobility, increasing costs, job and market security, pro- 
tection of status quo, the interest of the particular labor group versus the interest 
of labor in general, and perhaps the general resistance to change, especially when 
the present profit and wage situations are relatively good. Although a long-run 
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policy may be generally adopted the propitious short-run occasion for putting it 
into effect may never arise. 


University of Alabama E. H. ANDERSON 


International Economic Co-operation. By J. Tinbergen. Amsterdam: Elsevier, 

1945. Pp. 208. 

Dr. Tinbergen’s contribution to the literature upon the international economic 
problems of the day reveals breadth of interests and unabashed concern with the 
question of economic justice. With the exception of parts of Chapters V and X 
(“The Equilibrium in the Balance of Payments” and “Regulation of Financial 
Transactions”) and certain of the appendices, the presentation is not of a highly 
technical nature. Although economic laymen will no doubt find many of the 
peges difficult reading, International Economic Co-operation is more suitable for 
the non-professional reader than are most books covering the same subject 
matter. 

Perhaps the most interesting part of the book is the discussion of the income 
problems of the have-not nations. Although most of the book was written in 
1944, Dr. Tinbergen reveals sympathy for the plight of the Japanese as well as 
for the poverty of other Eastern Asiatic peoples. ‘‘...The demand put to 
Japan that this country must withdraw within her 1897 borders”, he remarks, 
“will in point of fact appear to come down to a camouflaged demand of popu- 
lation policy—and a very heavy one at that—in the name of the United Nations.” 
In another place he points out that the policy of equal admission to raw materials 
is a very poor substitute for equal ownership (“‘. . .the very production of these 
raw materials is a source of prosperity, which is desirable in itself and to which 
every nation has a certain title.”), and in still another calls attention to the fact 
that “‘it is especially the Anglo-Saxon races that possess a relatively large share 
of the natural resources.” 

In spite of its title, International Economic Co-operation is not in large part a 
discussion of the Bretton Woods institutions or of American and other proposals 
for new international economic agreements. It is clear, however, that Dr. 
Tinbergen not only favors the Bretton Woods experiment but would also like to 
see a trade agreement worked out along the lines proposed by the Department of 
State. While he is not a believer in unregulated trade and finance, he prefers 
that the regulation be of an international rather than a national nature, and that 
expanded rather than restricted trade be the goal. 

In various places in the book Dr. Tinbergen presents, very briefly, his general 
views concerning business-cycle policy and the problem of full employment. 
Among his beliefs are that ‘compensatory spending” is both necessary and 
adequate for the maintenance of full employment, that dislike of compensatory 
spending in certain American circles is a leading threat to world prosperity and 
thus to a system of relatively free international trade, and that “throwing away 
ten milliards of dollars annually is presumably one of the few methods available 
for keeping the national income of the United States on a level, say, forty 
milliards higher than would otherwise be the case.” This last belief is, of course, 
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almost exactly the opposite of that expressed by Buchanan in International 
Investment and Domestic Welfare. 

One of the valuable features of the book is its wealth of statistics. Dr. Tin- 
bergen draws especially heavily upon the statistical calculations of Colin Clark 
and presents, among other estimates and records, figures on national wealth, 
foreign investment, capital per head, international trade as percentages of total 
trade, the relationship of international trade to world production, import duties 
as percentages of price, trade balances, gold movements, world trade in agri- 
cultural produce, the relationship of exchange rates to gold stocks, and rates on 
governmental bonds. 

A curious omission is discussion of the possible effects of the growth of state 
trading systems. 

University of North Carolina Henry OLIVER 


Negro Labor. By Robert C. Weaver. New York: Harcourt Brace & Co., 

1946. Pp. 329. $3.00. 

Few people are better qualified by training and experience than Dr. Robert 
Weaver for writing a study of the economics of race in World War II, which is 
the real subject of this book. It falls short of an inclusive history of how the 
nation dealt with Negro employment, but it gives coverage enough for the 
picture to come out clearly. 

The Negro was losing ground before the war. Occupational changes worked 
against him in prosperity, and in the long depression, white competition narrowed 
still further his field of choice. Many in administrative positions in the defence 
period foresaw the need that would come for use of all our manpower. The 
story of the effort to prepare for Negro expansion into new industries and new 
skills and new areas contains little to praise. Obviously, a great retraining 
effort was called for. Public and private resistance saw to it that comparatively 
little was done in preparing Negro labor for the jobs into which it would find its 
way. Weaver cites examples, including some in Alabama and Tennessee and 
Georgia and South Carolina, of gross discrimination in defence training for 
Negro workers. It was many months after Pearl Harbor before the tightening 
manpower situation pulled the Negro reserves into employment and even at 
peak demand the labor of Negro women was little used. 

Wartime industries in which the problems of Negro employment are sketched 
include military construction, shipbuilding, the railways, and ordnance. The 
situation in aircraft manufacture and street transporation is explored at length. 

In all of the industries studied Weaver is concerned with administrative 
measures, whether of government, of industry, or of the unions. His con- 
clusion is that firm intention and competent detailed administration on the part 
of either of these three agencies, at any rate in time of war, can eliminate the 
frictions and delays of prejudiced patterns. Timidity on the part of any of 
these agencies can cause prejudice to snowball. Convincing examples are given 
of each kind of treatment. 

In the end he concludes that if the future of this problem is left to itself, 
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Negroes will lose much of their wartime gains. They were the latest hired; 
the seniority rules that they are willing to abide by will work against them in 
many industries, and the jobs which pay them best and use them in the largest 
numbers are fast disappearing with the progress of reconversion. On the other 
hand, you perceive the resources in enlightenment and in administrative tech- 
nique for dealing justly with Negro labor in the whole matter of employment. 
This therefore is another of those fields in which laissez-faire fails to do the job. 
For full employment and full production, we shall need permanently a body of 
men publicly and privately employed to apply in detail the best of the experience 
which during the war was associated with the FEPC. 
Atlanta, Ga. Gerorce §. MircHeLi 


Seasonal Farm Labor in the United States. By Harry Schwartz. New York, 

Columbia University Press, 1945. Pp. 172. 

Until recent years the farm laborer has been the forgotten man. It was 
assumed that his status as farm laborer was temporary, that in the course of time 
he would climb the agricultural ladder to tenancy and perhaps to land-ownership 
or move into non-agricultural activity. Lacking the skills and the tenure of the 
‘hired man’”’, and moving from job to job and from place to place, the seasonal 
farm laborer occupies the lowest rung on the agricultural ladder. With labor- 
organization efforts sporadic and usually short-lived, the seasonal worker has 
lacked the means of getting sustained publicity and exerting effective pressure 
to improve his economic conditions. 

In the 1930’s, best sellers and the investigations of the La Follette Committee 
focused national interest on the Okie families in California agriculture and the 
migrant Lennys and Georges, but despite outpourings of public sympathy and 
attempts at improving lodgings and sanitation of transient camps, their economic 
conditions remain fundamentally unchanged. ‘Unlike most Americans... 
they do not receive help in the form of unemployment or old-age insurance, or 
protection of their working standards through minimum-wage and maximum- 
hour levels, or government sanctions of their efforts to organize for collective 
bargaining. All these benefits are denied them because of the exclusion of 
farm workers from practically all the social gains of the past decade.” 

In his study of seasonal farm labor Dr. Schwartz integrates and analyzes a 
great deal of information from many scattered sources about labor in fruit and 
vegetable and sugar-beet producticn. He draws upon the fundamenta! re- 
search of Dr. Silvermaster and his staff in the Farm Security Administration, 
Congressional Committee hearings and reports, other government documents 
and periodicals. The basic materials for this book, according to the author’s: 
preface, were gathered in a research tour of the United States in the summer of 
1941. 

This study of fruit and vegetable and sugar-beet workers delineates the 
important characteristics and problems that are common to the three million 
and more cotton-pickers, sugar-cane cutters, wheat harvesters and other seasonsz.l 
farm laborers. The author examines the composition of the labor force, the 
economic setting and the economic pressures which shape grower-worker re- 
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lationships in the seasonal farm labor market, the attempts at labor organization, 
and the post-war outlook for seasonal farm workers. 

The author finds that the seasonal workers he has studied have “usually 
experienced low incomes, low wages, irregular employment, poor housing con- 
ditions, and intense competition for jobs.” He is pessimistic as to their economic 
outlook; he anticipates a downward trend in demand for seasonal farm labor 
resulting from mechanization as well as “cyclical drops in employment likely 
to recur after the war.” “As in the past’, he states, “the chief postwar hope 
for farm workers must rest on the maintenance of non-farm prosperity and of 
opportunities for escape from agricultural employment.” 

The years ahead will probably witness increasing mechanization of the chief 
crop operations requiring labor with the attendant displacement of small farmers 
and reduced requirements for seasonal labor. High urban employment would 
accelerate this development while a sharp drop in urban employment would 
probably slow the rate of mechanization. Mechanization of farm operations in 
a “full employment” economy would have far-reaching effects on the status and 
well-being of seasonal farm labor. The widespread use of the potato harvester, 
the cotton picker, and other machines which have passed the experimental stage 
would displace many seasonal farm workers. At the same time mechanization 
plus governmental participation in more efficient mobilization and utilization of 
the farm labor supply could result in more regularized employment, better labor 
market organization, and the type of improvement in working and living con- 
ditions effected during World War II. 

The author, however, is not too sanguine about the possibility of extending 
government aid (such as that provided in the Sugar Act of 1937) to farm workers. 
Nor is he too hopeful of the advance of unionization among farm workers. Yet 
his conclusions, though logically developed, seem to paint too pessimistic a 
picture. With no large-scale immigration in view and with the increasing 
sophistication and Americanization of the Spanish-speaking and other non- 
native labor, it appears hardly likely that seasonal farm laborers will continue to 
accept without protest the wage standards and working conditions that have 
characterized their work in the past or that the Government will not attempt 
sooner or later to legislate improved standards for these handicapped workers. 

College of the City of New York Myron L. Hocu 


The Theory of Price. By George J. Stigler. New York: The Macmillan Com- 

pany, 1946. Pp. vii, 340. 

Professor Stigler has added five chapters on ‘“‘The Theory of Imperfect Com- 
petition” and one chapter each on ‘The Theory of Multiple Products” and 
“Capital and Interest” to his previous volume The Theory of Competitive Price. 
The resulting textbook is compact and clearly written, is less dependent upon 
mathematical symbols than a reader of the author’s Production and Distribution 
Theory would expect, and should be helpful even to those teachers who prefer 
not to use textbooks in their graduate classes. However, various omissions and 
a too great brevity in the added sections prevent the revised book from being as 
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satisfactory with respect to its wider coverage as was the earlier version with 
regard to its narrower subject matter. As Professor Stigler states in his preface, 
“One cannot present a wholly coherent and satisfying formal analysis” of the 
theory of imperfect competition. The presentation in Part III of The Theory 
of Price, however, is not as good as the author could have made it, and the same 
can be said of the treatment of multiple products and capital and interest. 

This is not to say that the analysis of imperfect competition consists of a 
sterile repetition of the marginal-revenue mathematics of Robinson, Chamberlin, 
et al. Such is far from the case. Chapter 14, for instance, points out that the 
much emphasized textbook conclusion that marginal revenue is equated with 
marginal cost is nothing but a tautology (“‘. . . entrepreneurs have a reason for 
everything they do, and ...these reasons can always be classified under the 
broad headings, marginal revenue and marginal cost.’’) Chapter 13 asks how 
average cost should be defined in imperfect competition theory and inquires 
concerning the purposes of such a definition; and most of the chapters contain 
descriptive and explanatory pages of which an institutionalist would approve. 
It is partly because Professor Stigler does display insight and breadth of knowl- 
edge that the analysis of imperfect competition is disappointing. Not very 
much material need have been added to have made the book much better. 

Some of the omissions in “The Theory of Imperfect Competition” are: 

(1) Chapter 12 (“Demand under Imperfect Competition”) does not explore 
the possible implications of and conclusions to be derived from an individual-firm 
demand curve which is sharply discontinuous insofar as price rises are concerned 
but continuous with respect to price cuts. (Cost Behavior and Price Policy 
suggests that this is probably the type of individual-firm demand curve which is 
envisioned by most business men.) 

(2) Probably because of the omission above Chapter 12 does not examine the 
significance of the definition of marginal revenue which is implicit in the state- 
ment that ‘‘only under perfect competition is the elasticity of demand for the 
output of a firm infinite and therefore marginal revenue equal to price,” and 
Chapter 13 (“Costs under Imperfect Competition”) likewise does not inquire 
further concerning the conclusion that marginal value product is less than the 
value of marginal product except when the market is purely competitive. 

(3) Chapter 13 ignores the recent empirical studies of cost and the controversy 
over the significance of the marginal-cost concept. Here again Professor Stigler 
might have borrowed from Cost Behavior and Price Policy or, say, from Lester’s 
article in the March 1946, American Economic Review; or he might have elabo- 
rated upon his own statement, quoted earlier in this review, that “entrepreneurs 
have a reason for everything they do, &c.” 

(4) In the discussion of the short-run costs of a monopoly (still Chapter 13) no 
mention is made of the fact that labor-union policy or other causes of purchase- 
price rigidity may prevent monopsonistic effects upon the cost curves. 

(5) There is complete neglect of the indeterminacy due to the fact that firms 
and sellers of productive services frequently do not try to maximize income 
but instead are guided by notions of what is “just”? or customary or what is an 
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“adequate” return. To the extent that behavior is of this type, “marginal 
revenue” and “marginal cost”? must be defined very broadly indeed to make 
the theory reasonably realistic. 

The chief criticism to be made of Chapter 16 (“The Theory of Multiple Prod- 
ucts”) follows from the third of the criticisms above. Doubt is cast upon the 
value of the able and complex analysis of the chapter by the suspicion that 
business men do not and cannot use available cost and demand data in this way. 
Here again Cost Behavior and Price Policy is superior in its presentation of the 
problem, and especially in its calling attention to the fact that common costs and 
multiple products are characteristic of perhaps the greater part of the American 
economy and thus deserve more than the single chapter and the brief discussion 
usually accorded them. 

The final chapter on capital and interest presents familiar Knightian views. 
Over-savings theorists will challenge a conclusion which is expressed briefly 
earlier in the book (pp. 39-40): ‘Even in the absence of important technological 
improvements there is a great number of possible investments which would 
yield some return. .. Those which yield low returns must be excluded, or the 
economy will fail to attain the maximum possible expansion of income. The 
selection of investments which should secure funds is the basic service of the 
interest rate.” Unless “return” is interpreted to include other than monetary 
profit, the first statement is imperfectly descriptive of many occasions, and on 
those occasions a positive rate of interest is not needed to limit investment. 

Economists interested in methodology will find the argumentative and spirit- 
edly written introductory chapter the most stimulating part of the book. His- 
torians of doctrine may find their chief interest in the eighteen references to 
F. H. Knight in the Index. 

University of North Carolina HENRY OLIVER 
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ALABAMA 


During April and May the coal strike together with its repercussions on other 
lines of activity was the most conspicuous development in Alabama industry. 
The most direct effect, other than on coal-mining itself, was upon coke and iron 
and steel but gradually the shortages of coal, coke, and iron made themselves 
felt on cast-iron pipe plants, foundries and all the metal-working industries of 
the Birmingham district to such an extent that the visitor to that industrial 
city had the unusual experience of seeing it almost totally free of smoke. 
The resumption of work in the coal mines was followed by a very rapid ex- 
pansion of activity in iron and steel and related industries so that the index of 
industrial activity of the Bureau of Business Research of the University of 
Alabama in June reached 173, the highest level since November, 1945. 

As contrasted with industrial activity, retail trade, life insurance sales and 
most indices of commercial activity increased during April and May and de- 
clined in June. However, the levels in June were decidedly above those of the 
same month of 1945 and can be characterized as representing unusually active 
conditions. 

Unemployment compensation payments rose in May and June and placements 
by the United States Employment Service decreased. There was an increase in 
reported unemployment with the transportation-equipment industry as one of 
the chief contributing causes. However, employment stayed at higher levels 
than had been anticipated by most persons who were venturing predictions a 
year ago, and unemployment did not develop into a serious problem even in 
such a center of wartime activity as Mobile 


* * * * * 


Housing shortages are reported in all important cities. Again Mobile is not 
an exception, although the situation there seems to be considerably easier than 
elsewhere. Construction is extremely active and as in all parts of the country 
is very much hampered by the difficulty of securing materials. 


* * % * * 


There have been quite a number of happenings of considerable interest in the 
state. The outstanding political event, of course, was the nomination of James 
Folsom as Governor. There has also been a strenuous campaign to nominate a 
successor to the late Senator John H. Bankhead, a nomination which was won by 
Congressman John Sparkman of Huntsville. 

Another item of very great interest has been the increased collections of state 
revenues and the accumulation of unexpended balances in the State Treasury. 
This has led to considerable speculation as to what course will be taken by the 
next legislature. There probably will be strong pressure to reduce or eliminate 
state ad valorem taxes. On the other hand, Mr. Folsom advocated during his 
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campaign a program of increased old-age and other social security benefits, 
increased salaries for public school teachers and other programs of social im- 
provement which would lead to increased public expenditures. 


* * * * * 


The disposal of war plants has continued to attract a great deal of attention. 
Toward the end of April it was announced that there were 20 industrial tenants 
in the Betchel-McCone airplane modification plant in Birmingham. This is a 
huge factory which is being let out on a multiple-tenancy plan. Also it was 
announced that the War Assets Administration had sold the Coosa River Shell 
Plant to a group of Talladega business men for $1,385,000 and that the plan was 
to use the plant for industries on a community-type development. The rubber- 
tire plant that was under construction in Tuscaloosa at the close of hostilities 
was sold to the Goodrich Tire and Rubber Company. Construction has been 
resumed and the corporation has announced that the production of tires will 
begin in August. 

The securing of new industries has been a live issue and the establishment of 
new industrial plants has been the subject of quite a number of announcements. 
Newspaper comments and editorials infer that there is quite widespread question- 
ing as to why the number of new plants has not been greater. This is partic- 
ularly true in Birmingham and seems to arise from the difficulty of getting 
steel and from the question as to whether Birmingham industries are getting the 
share that they should have. 


* * * * * 


The Alabama State Docks at Mobile has initiated a major expansion program 
which involves an expenditure of $4,000,000, the addition of five ship berths 
and other facilities and the acquisition of the old railroad dock sites. 


* * * * * 


Interest in exploration and drilling for oil in the state has continued strong 
although subject to ups and down that are characteristic of that type of venture. 
In May it was announced that there were twenty-six producing wells in the state 
and that the daily production was averaging over 1,000 barrels per day and 
probably would be increased to 2,000 barrels when adequate refining facilities 
became available. A refinery is under construction in Tuscaloosa and a group 
in Mobile headed by John T. Cochrane, Jr., has announced its intention of 
building one in that city. Interest is centered in the Gilbertown area in south- 
west Alabama but test wells are being drilled in many other parts of the state. 

University of Alabama H. H. CoapMan 


FLORIDA 


Throughout the first seven months of 1946 Florida’s economic and business- 
activity has generally followed national trends. Construction, private residen- 
tial and business, and public, lags far, and for many people, tragically behind 
expectations. Bread, milk, meat and other food prices whirled sharply upward 
after the demise of the OPA, and not until the second week in August was there 
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any tendency towards a leveling off. Despite the fact that the people of the state 
overwhelmingly favored continuance of effective price control, Florida’s congres- 
sional delegation, with the exception of Senator Claude Pepper, joined the 
Southern Democrat-Republican coalition in favor of inflation and against the 
public welfare. 

Gambling in land and other real estate continues with unabated fury, and the 
prices of many properties have risen out of all relation to reason under this pres- 
sure. 

The state’s labor supply is almost fully employed. Not until July and August 
did any noticeable unemployment occur. This was concentrated mainly in 
Tampa and other South Florida communities and is largely seasonal. One of the 
best evidences of the continuing labor shortage is that white housewives in Florida 
cannot yet employ negro servants and yardmen at anything near the wretchedly 
low pre-war wages for such labor. 

Information on the progress being made by the American Federation of Labor 
and the Congress of Industrial Organization in the drive to increase their mem- 
berships is sketchy, but much effort is being exerted, particularly in Tampa, 
Jacksonville and Miami. Anti-labor groups are also active. The Ku Klux 
Klan, especially in the Miami area, is resurgent, apparently for the purpose of 
obstructing the organizational drive. A veteran’s organization, known as the 
Veterans Industrial Association, has been set up through the efforts of Florida’s 
state attorney-general to oppose labor unions in the same way they were opposed 
in Italy during the early twenties by Mussolini’s fascisti de combattimenti. 

The revival of water transportation service along the Atlantic and Gulf coasts 
has been very slow, but recently two large steamship lines operating in coastwise 
and intercoastal trade resumed their pre-war schedules and others are expected to 
follow suit in the near future. 

Final disposition of the Florida East Railway remains an unsettled issue. An 
examiner of the Interstate Commerce Commission has ruled in favor of control by 
the Dupont interests, and the question is now before the full Commission. 

The most discussed state problem of the day is public finance and taxation 
Many state and local institutions, including schools, colleges, hospitals, prisons, 
as well as sewage systems, streets and public buildings generally are in a neglected 
and delapidated condition. Both state and local officials are eager to put im- 
provement programs under way as soon as possible. In the meetings and dis- 
cussions of various political and business groups this summer, two broad but 
directly conflicting philosophies have emerged as to how best to spend a $62,000,- 
000 accumulated cash balance in the state treasury and to finance state and local 
government in the future. One group would restrict state spending to emergen- 
cies only, postpone present state building until material and labor costs decline, 
apportion a large part of the alleged $62,000,000 surplus to local governments for 
essential needs, increase state contributions to the cities and counties, drastically 
reduce taxes on cigarettes, alcoholic beverages, gasoline and race tracks, the 
state’s best revenue producers, further reduce taxes on real estate and lay the 
groundwork for adoption of a general sales tax. The other group tends to follow 
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an opposite plan. It would institute an immediate broad state building pro- 
gram to bring Florida’s public institutions out of their present scandalously 
neglected condition, urge the localities to do as much of their own financing as 
possible before asking for state aid, look upon the $62,000,000 not as a surplus 
but as an accumulation due to postponed spending during the war which, in terms 
of immediate construction needs, is only a fraction of the amount required, effect 
some tax reductions but not enough to reduce state government income mater- 
ially, reorganize and modernize the present tax structure and oppose the adoption 
of a general sales tax. 


University of Florida WituaM H. Jousert 


KENTUCKY 


The insurance lobby virtually wrote the new law on taxation of annuities 
passed at the last legislative session and the result is almost equal to tax exemp- 
tion. At one time annuities had been held to be exempt, but the Court of 
Appeals later reversed itself and upheld their taxation on the basis of the life 
expectancy. The new law closed the door to such methods of taxation, throwing 
them back on the constitutional requirement that all property not specifically 
exempt shall be taxed at its fair cash value determined by what would be 
realized “at a fair and voluntary sale.”” Such an assessment is obviously not 
feasible. The tax is limited to five cents per $100 of assessed valuation. Exemp- 
tion is the result. A better illustration of the power of a few dozen interested 


persons to thwart economic justice and secure special privilege would be hard to 
find. 


* * * * * 


The fiscal year ending June 30 saw receipts for the general fund rise to an 
all-time high of almost $43,000,000. Liquor, cigarette, and property taxes 
accounted for most of the increase. Personal income taxes rose from $4,436,000 
in the previous year to $5,517,000, but corporation income taxes fell from $4,142,- 
000 to $3,843,000. Kentuckians are beginning to wonder why the state gets 
relatively so little revenue from the horse races. The state does not levy a 
pari-mutuel tax. Compared with other states its total collections from racing 
are very low. They include a tax of 15 cents on admissions and a fee depending 
upon the population of the county in which the track is located of $500 to $2500 
for each day of racing. The entire yield for 1945 from Churchill Downs, which 
does the major share of the business, was only $118,000. In the same year 
New York gleaned $30,000,000 from race sources with a tax of six per cent on 
mutuel wagers, 15 per cent on admissions, and 60 per cent on breaks. In addition 
there is a daily license tax. If Kentucky had levied the New York rate of six 
per cent on the $23,153,732 in pari-mutuel bets in 1945 the yield would have 


been $1,389,224. The larger bets of 1946 would have yielded proportionally 
more. 


* * * * * 


The Governor has ordered a survey by Griffenhagen and Associates of the 
school system. Unfortunately, unless more funds are made available to the 
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firm and the scope of the study is broadened, the survey cannot reach down into 
the county-school level where economic and political forces at work to hold 
back educational progress at that level are in need of thorough investigation. 
One example is the failure of the counties producing most of the state’s coal to 
get out of the “pauper” county class requiring allocation to them of part of 
the equalization fund. Undoubtedly there is more taxpaying ability there and 
it needs to be uncovered. 
University of Kentucky RopMAN SULLIVAN 


LOUISIANA 


Tax collections by the Louisiana Department of Revenue for the fiscal year 
ending June 30 totaled $98,915,457.67. June collections totaled $5,662,811.- 
55—$1,199,465.09 more than June of 1945. The 1945-1946 collections in- 
creased $11,979,470.83, or 13.77 per cent, over the preceding year’s collections. 
Greatest single increase came in gasoline taxes which jumped $4,179,327.35 
over last year to total $22,133,699.58 for the year just ended. Tobacco taxes in- 
creased 22.37 per cent or $3,031,000.79 to total $10,342,046.66 for the period. 
Sales taxes increased $2,108,894.03 to a total of $12,701,251.20. Alcoholic 
beverage taxes increased 25.57 per cent or $1,415,354.79 to a total of $6,949,370.- 
91 after increasing $98,979.33 over the month of June alone. 

Other increases noted for the month of June and for the fiscal year were listed 
as follows: motor vehicle licenses, up $616,590.25 for the year; severance taxes 
up $368,261.15 for the year; beer taxes up $155,427.51 for the year; and oc- 
cupational licenses up $211,751.22 for the year. Income taxes decreased both 
during June and during the fiscal year, being $241,687.22 under 1944-1945. 
Soft drink taxes and kerosene taxes also declined during the period. 

Fiscal year receipts are as follows: 


RIN IIE 6 o:55.9550 3 so son's wane cxtelne't oe ae BEEN es pene eS $6, 949,370.91 
ce cclaas wis wig ce slg siden do's e's bw A SRW PR TES ChE a Oe eR EG 1,723,271.20 
Ce 5d Siaivicicaree run aire ao eee pe OLE 128,131.81 
oe CEL ee Te 178,027.19 
III... 2-5. 0 sanicercios vines Ws Oulb Saws euleewie an eater 3,475, 270.02 
Inspection Fees on Petroleum Products....................20000- 152,961.01 
CR IIR os cd v0.0 10.05 0 sien eho ses ose ah sinwmeee eles senate 2,176, 248.63 
NII. ooo oo 0. 5ecig .etidavevoe Sewn eee eee meena aan Seen eaten 22, 133,699.58 
WI oie sac sink dis aie sncatcls Sa plowaie uae SS oa ea ne eee eens Saree 73,668.56 
BIE c6/.c so ia/aiaaipin-g or eromnien age gure athena en Wiawinen aiee eae ae Eee aR 10,971, 730.74 
DN ois Si c.n oa loses ars nro e ere ORLA Oe NG oe te ERE 500,677.62 
Liquefied Petroleum Gas Permits. ............cccceccssecscveccces 8,913.27 
Mg eons ices nisin okies a SHAGW osine Rie denon Oe eed eee ate 12,701, 251.20 
SE cog to ls 2 orca eh asivigiow-oeN eles eee aden dire meee Seem 1,194,176.22 
Motor Carrier Remiiatory Feen..... ... 6: 5.000.080 s0090400:080069400 19,377.56 
TI I oc 5 0.050 :55.c.p.nsisiqfapanicieinckbueip nied eee ans 64,024.90 
IE IIIT, 5.5 5 00's. 00.5: Sade unos 8euee eee Bae Abana wees 2,029,072.15 
RM ee eens a u.c o Ebi bass wipe os alee o's CONDOR RE AR een ee Ree 1, 282,907.08 
IN ood 5 1cks 4.5505 cmwbic b Skin oS clei aeons <a ROE SERS 998,398.75 
Re IEE SRIIIIOD,, .. 5... 0:05: sis bias -ccw siccieegbie ba Sele PRR een 3,159.42 


i I Pe er ert tre ene ene eee ee 16, 367,007.72 
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Soft Drinks 


Reterdish ait ohne Mareeba peaore Dame AGS RSC ep aiioee ae aves 1, 145,346.94 
Gupervicion & Tnapection Wods........ ..... occ cccccccesscovesceees 73,435.37 
ne w.l 2 prahine Gk maeaidiee sale eateab man oes nee etee 10, 342,046.66 
ha A cs ie cio acclacbiar ha tae a te Wenn eae LEO EOL 89, 067.82 
I hss EAS ELS elites alo ween RAS wee REE EEa 4,108, 944.61 
City of New Orleans, Public Welfare.........................00: 1,038.83 


Louisiana State University Cart D. REYER 


MISSISSIPPI 


Mississippi’s second “Balance Agriculture with Industry” program, inau- 
gurated in 1944, ended its second year of existence July 1. In the two years, 
fifteen new industrial plants have been brought into the state under the terms 
of the act. Now established, these plants have an annual payroll of $7,850,000. 
The majority of new industries will process raw materials produced in the state. 
Since July 1, 1944, the Agricultural and Industrial Board, which administers the 
BAWI statute, has issued 36 certificates of “public convenience and necessity” 
to municipalities seeking to attract new industries. 


* * * * * 


The legislative session of 1946 enacted few statutes which greatly affect busi- 
ness. One positive step forward was a measure defining the term “pollution” 
and remedying the ambiguity found in the first anti-pollution statute of 1942. 
The measure was enacted largely at the insistence of prospective industries 
seeking a clear definition of possible liabilities. Mississippi still remains at this 
date, however, the only state in the nation without a workman’s compensation 
act, although such an act was discussed seriously for the first time in several 
sessions and the House approved one act by a vote of 73-15. This proposed 
act would have covered employers of eight or more persons, but firms with fewer 
employees might have come under its terms voluntarily. The bill provided for 
a lump-sum death-benefit payment of $8,600 payable to dependents or the estate 
of the employee involved. Weekly benefit payments would have ranged from 
$7—$25 to persons injured. It was proposed that the cost of the program be 
paid by companies writing the insurance. The measure came to naught, how- 
ever, when the state Senate voted 32 to 11 to refer the bill back to the Judiciary 
Committee and thus killed it. 


* * * * * 


General business activity in Mississippi has continued at an unusually high 
level. April of 1946 was approximately 25 per cent above April of 1945 but 8 
per cent below March of 1946. Business activity at the end of April, 1946, was 
about 42 per cent higher than at the same period in 1945 and 53 per cent greater 
than in April of 1944. A percentage of the gain is evidenced by rises in sales-tax 
collections, life-insurance sales, bank debits, and other items. Some of the 
advance, however, must be credited probably as a seasonal gain reflected from 
money which flows into agricultural crops during the spring months. An in- 
teresting sidelight on the extent of sales in Mississippi in 1945 has been revealed by 
recent statistical compilations of the State Tax Commission. Mississippians 
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purchased $1,451,849,193 in commodities subject to the sales tax in 1945. This 
was 123 per cent above taxable sales in 1940 which amounted to $651,168,456. 
Of the 1945 total, $644,187,711 was in retail sales which thus displayed an in- 
crease of 151 per cent over the $299,388,857 retail sales of 1940. This increase 
was registered despite the fact that the number of firms subject to the tax in- 
creased only slightly more than 14 per cent over the number in business in 1940. 

Continued rises in tax collections denote business health in Mississippi through 
June, 1946. Collections from four sources through June 29 are listed below for 
both 1945 and 1946: 


_ Per cent 
tncrease oF 
Collections January 1-June 29 decrease* 
1946 1945 
I NN oto ssa dbetdeeswcee cums $9, 457,070.16 $7, 506, 166.94 26 
RBS ion Re ncerke de 5, 030,828.41 5, 539,913.70 9* 
Oil severance tax................. 638, 134.36 585,013.36 9 
Timber severance tax............ 140,473.56 112,101.49 19 


Only the tobacco tax showed a decrease. Two important industries showed 
continued signs of growth. These are oil and timber where the per cent in- 
creases from tax collections denote expanded activities. 

University of Mississippi Robert B. HicHsaw 


NORTH CAROLINA 


The keynote of an economic report on the second quarter of 1946 in North 
Carolina is prosperity. Employment in the state showed no consistent trend, but 
average hourly earnings in all manufacturing and non-manufacturing industries 
continued their rise from 76.1 cents in February to 79.6 cents in June, an in- 
crease of 4.6 per cent. At this writing there is every prospect that the rise will 
continue. 

Agricultural incomes appear to be due for further sharp increases. Opening 
of the 1946 tobacco market found the flue-cured leaf returning an average of 
52 cents per pound to the farmer with 75 cents not uncommon. These were 
the highest prices ever recorded for tobacco in North Carolina. Cotton, the 
state’s second crop, was also up sharply. 

Reflecting high agricultural prices, farm land values in the state continued 
to rise. Farm real estate taxes, however, were up only slightly from an average 
of 37 cents per acre in 1940 to 40 cents per acre in 1945. 

Other indices of business activity were uniformly higher. Construction 
contracts awarded, department store sales, debits to individual accounts, tobacco 
manufacturing, cotton consumption, and retail furniture sales, all at high levels, 
showed increases over previous periods. 

When indices of activity in the three last-named categories, representing three 
of the State’s biggest industries, are rising, and agricultural prices are also high, 
North Carolina is enjoying prosperity. 

University of North Carolina Francis E. McVay 








190 STATE REPORTS 


SOUTH CAROLINA 


South Carolina citizens are the best-off financially they have ever been. This 
fact is evident when tax collections for the fiscal year ending June 30, 1946 are 
compared with tax collections for earlier years. The state income taxes col- 
lected for the fiscal year ending June 30, 1946 amounted to $14,858,000 as com- 
pared with $2,770,000 for the fiscal year ending June 30, 1939. This increase of 
436 per cent over pre-war is especially significant when we recognize the fact 
that there has been no change in rates during the period. Although income-tax 
collections showed the greatest increase, tax collections were up on practically 
all items for which collections are made. Taxes collected from the sale of alco- 
holic liquors, wines, tobacco, and gasoline also showed substantial increases. 
Total tax collections by the South Carolina State Tax Commission for the 
fiscal year ending June 30, 1946 totaled $55,343,000 as compared with $24,719,000 
collected during the fiscal year ending June 30, 1939. This year’s collection is an 
all-time high exceeding that of last year by $10,860,000. With greater revenue 
the state should be able to improve educational facilities, support a good health 
program, and give the state improved roads. 


* * * * * 


The employment level in South Carolina July 1, 1946 was about the same as in 
1940, according to the U.S. Employment Service. The total number employed 
in agriculture showed a substantial decline, decreasing from 261,000 in 1940 to 
190,000 in 1946. The total non-agricultural employment increased from 441,000 
to 470,000. The number employed in manufacturing, transportation, com- 
munication, public utilities, wholesale and retail trade, finance, insurance, repair 
services, professional services, etc. all showed increases. About the only enter- 
prise, other than agriculture, showing fewer employed July 1, 1946 than in 1940 
was construction. In 1940 about 22,400 people were employed in construction 
work while on July 1, 1946 there were only 14,000 employed in such work. 
Construction work in South Carolina at present is confined largely to residential 
buildings and a few business establishments but when materials become more 
plentiful much more construction work is anticipated. 

The number of people employed in South Carolina is increasing monthly. 
The number of people unemployed is also greater than a year ago and is also 
increasing. This peculiar situation results from the fact that the number of men 
returning from the armed services exceeds the number of new job openings. 
Unemployment benefit payments paid by the South Carolina Unemployment 
Commission are larger than a year ago. Total payments to persons covered by 
the South Carolina Unemployment Compensation Law amounted to $175,000 
in May. Servicemen’s readjustment allowance payments totalled $1,412,000 
for the same month. 

Men are replacing women in many instances. From a sample study of South 
Carolina industries, largely textiles employing about 90,000 people, it was found 
that in June 1946 women constituted 37.8 per cent of total employed as com- 
pared with 42.2 per cent in June 1945. Total employment in these plants was 
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about 10 per cent higher in June 1946 than in June 1945. Some of the women 
who worked during the war are now anxious to resume their home duties. Some 
are, of course, being replaced by returning veterans and defense workers. 

The reduction in number of people employed in agriculture as compared with 
previous years reflects a change in type of farming and farming practices. Farm- 
ers are using more machinery and less labor. Cotton, a crop that has always 
required a great deal of hand labor, has declined in importance. The present 
cotton acreage is but a little more than one-third as large as it was before the 
coming of the boll weevil about 25 years ago. The acreage in cultivation July 1, 
1946 is estimated at 950,000 acres. This compares with 1,234,000 acres in 
1940 and 2,821,000 acres in 1918. The wheat acreage is 3.5 times as large as it 
was 25 years ago and the oat acreage has doubled. The corn acreage has de- 
creased but the yield per acre is increasing. Asa matter of fact, yields per acre 
of all crops have shown a marked increase during recent years. The tobacco 
acreage in 1946 was more than three times as large as it was during the 1910-14 
period. Peach production is more than 5.5 times what it was during the 1910-14 
period. There has been an increase in number of cattle and hogs on farms but 
the increase in actual numbers does not reflect the true story as there has been a 
tremendous increase in the quality of animals raised. 


* * * * * 


The agricultural outlook in July was reasonably good. Record peach and 
tobacco crops were indicated. This is the second consecutive year that a new 
record in peach production has been established in the State. Indicated yields 
of most crops are above average. Complaints about not having enough labor 
are frequently heard and apparently there is more labor on the farm than a year 
ago. The wage rate, though, continues to rise. Farmers were paying on the 
average $2.15 a day for labor with board July 1 as compared with $1.70 a year 
earlier and 60 cents for 1939. 


* * * * * 


The farm real estate mortgage debt in South Carolina continued its downward 
trend in 1945 and on January 1, 1946 amounted to $39,636,000 as compared with 
$45,948,000 January 1, 1940. It increased slightly during World War I and then 
rapidly for about three years after the Armistice. The farm real-estate mortgage 
debt increased from $31,050,000 January 1918 to $103,954,000 January 1922, 
the greater portion of the increase came during 1920 and 1921. The sharp in- 
crease in the farm real-estate mortgage debt following World War I was largely 
the result of farmers not being able to repay their short term obligations and 
being forced to refinance their indebtedness through mortgaging their real 
estate. The decline in the farm real estate mortgage debt from 1922 to 1934 
was largely due to foreclosures and the deeding of land in lieu of foreclosure. 
When prices decline from current levels there may again be many short-term 
debts transferred into real-estate mortgage debts. 

Farm Credit Administration GLENN R. Smita 

Columbia, S. C. 





PERSONNEL NOTES 


The following names have recently been added to the membership of The 
Southern Economic Association: 

Abrahamsen, Martin A., North Carolina State College, Raleigh, N. C. 

Alvord, Ben F., Alabama Polytechnic Institute, Auburn, Ala. 

Brandt, L. K., Box 23, University, Miss. 

Carpenter, Cecil C., University of Kentucky, Lexington, Ky. 

Derrick, S. M., University of South Carolina, Columbia, 8. C. 

Eakins, Manly, Georgia State College for Women, Milledgeville, Ga. 

Hales, Charles A., 1839 Thirteenth Ave., Greeley, Col. 

Havens, R. M., University of Alabama, University, Ala. 

Hosmer, Joseph B., Georgia School of Technology, Atlanta, Ga. 

Klontz, Harold E., Box 296, Chapel Hill, N.C. 

Kottke, Frank J., Box 190, Chapel Hill, N. C. 

Lanham, Ben T., Jr., Alabama Polytechnic Institute, Auburn, Ala. 

Lockhart, John C., Woman’s College, U. N. C., Greensboro, N. C. 

Milan, Paul W., University of Arkansas, Fayetteville, Ark. 

Morrow, Glenn D., University of Kentucky, Lexington, Ky. 

Padgett, M. C., 207 Bragg Ave., Auburn, Ala. 

Siefkin, Gordon, Emory University, Ga. 

Stewart, James H., Box 446, Lexington, Va. 

Strickler, Woodrow M., University of Louisville, Louisville, Ky. 

Tabaka, Victor P., Emory University, Ga. 

Traylor, Orba F., University of Kentucky, Lexington, Ky. 

Woodin, Martin D., Louisiana State University, Baton Rouge, La. 


* * * * * 


Personnel items have been submitted by the following institutions: 
ALABAMA POLYTECHNIC INSTITUTE 


Elizabeth Grimes has joined the staff as instructor in economics and busi- 
ness administration. 

Bruce McGehee, previously connected with the T. V. A. office, Knoxville, 
Tennessee, has accepted a position as instructor of accounting, commencing in 
September. 

Sam Nettles, formerly associated with Arthur Anderson Company, Ac- 
countants, New York City, has been appointed instructor in accounting com- 
mencing in the fall quarter. 

M. C. Padgett, assistant professor of economics, has resigned to accept a 
position at Oglethorpe University. 

Samuel Thompson who has been serving as Price Economist with the O. P. A. 
Regional Office, Atlanta, Georgia has been appointed associate professor of 
economics. 
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Henry G. Turner, former civilian instructor with the ASTRP Pennsylvania 
Military College, Chester, Pennsylvania has joined the staff as assistant pro- 
fessor of economics commencing the summer quarter. 

Neil Wilcoxson, formerly instructor of accounting, has accepted the position 
of business manager of Georgia Southwestern College. 


THE CITADEL 


M. L. Clough, assistant professor, returned to his duties here in March 
after leave, during which he was engaged in personnel work with several large 
industries. 

Ezra D. Heyler, formerly of the Williamsport, Pa. High School, has been 
appointed instructor. 

Charles Lucas, formerly with the University of Chattanooga, and more 
recently with the Air Corps, assumed his duties as assistant professor of busi- 
ness administration in July. 

John C. Mettler is resuming his duties as assistant professor of business 
administration after leave to do some research in department-store or- 
ganization. 

Milton A. Reilly, formerly of Simpson College assumed his duties as assistant 
professor of business administration in July. 


DAVIDSON COLLEGE 


Jack N. Behrman has been appointed assistant professor of economics. 

William S. Connor has been appointed assistant professor of economics. 

A. G. Griffin, formerly head of the economics department at Furman Uni- 
versity, has been appointed associate professor of economics. 


UNIVERSITY OF FLORIDA 


The following have returned from leaves of absence: 

C. H. Donovan, on leave with the Navy, will return as associate professor of 
economics in charge of courses in public finance. 

Oscar E. Heskin, who has been with the American Embassy in Oslo, Nor- 
way, will return in September and resume his reaching as professor of eco- 
nomics. 

Huber C. Hurst, who was on leave first with the army and then with the 
Veterans’ Administration, will return as professor of business law. 

John B. McFerrin, formerly a lieutenant in the Navy, returns to become 
professor of economics. 

F. W. Tuttle, who was on leave with the War Labor Board and later with 
the Bureau of Labor, has returned to the faculty as assistant professor of eco- 
nomics. 

The following new appointments have been made: 

E. Burl Austin, in the Army for the past three years, as associate professor 
of accounting; 

Louis Gaitanis, for five years with the Social Security Administration, as 
assistant professor of economics; 














194 PERSONNEL NOTES 


John S. Henderson, formerly with Carnegie School of Technology, as assist- 
ant professor of economics; 

Elmo Jackson, formerly instructor at Harvard, and for three years in the 
armed forces, as associate professor of economics; 

Herbert Newman, formerly at the University of Delaware as associate 
professor of economics; 

William H. Pierson, formerly at the University of Washington as associate 
professor of geography; 

Murray Shields, professor at the University of Alaska for twelve years, as 
associate professor of economics; 

R. Paul Terrell, graduate student from Clark University, as assistant pro- 
fessor of geography. 


FURMAN UNIVERSITY 


Joseph C. Ellett will be acting head of the department of economics for the 
year 1946-47. 
Raymond Heatwole has been appointed associate professor of economics. 


LOYOLA UNIVERSITY 


Allen Boudreau, formerly with the armed services, has been appointed in- 
structor in accounting. 

Harold Heck, formerly of the U. 8. Army, has been appointed professor of 
foreign trade. 

George Seferovich has resigned to join the Department of Commerce at 
Kansas City, Mo. 

Ivor Trapolin, formerly of the U.S. Navy, has been appointed instructor in 
economics. 

Stephen Vasquez, formerly with the armed services, has been appointed 
instructor in accounting. 


UNIVERSITY OF MISSISSIPPI 


Mary Evelyn Blagg, M. A., becomes Assistant Director of the Bureau of 
Public Administration on September 1. 

Joseph Cerny, formerly of DePaul University becomes associate professor 
of accountancy. 

David McKinney, formerly of the Kentucky Department of Revenue, will 
join our faculty on September 1 as an associate professor of economics and 
assistant director of our Bureau of Business Research. 

W. P. Trumbull, assistant professor of accountancy returns on September 1 
from military leave of absence and a year of graduate work at the University 
of Michigan. 


UNIVERSITY OF NORTH CAROLINA 


D. D. Carroll, for twenty-six years head of the department of economics and 
commerce has retired and will be succeeded by John B. Wonsley, at present 
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professor of economics. Mr. Carroll continues as Dean of the School 
of Commerce. 
The following new appointments have been made: 
R. P. Calhoon, formerly personnel manager of Kendall Mills, Charlotte, 
N. C., as professor of personnel management; 
C. C. Carter, after service with the armed forces, as associate professor of 
business law; ; 
R. Y. Durand, after service with the armed forces, as assistant professor of 
business administration; 
J.S. Floyd, formerly on the teaching staff of the College of William and 
Mary, as instructor in economics; 
W. E. Haisley, after service with the armed forces, as instructor in eco- 
nomics; 
C. A. Kirkpatrick, formerly on the faculty of the University of Maryland, 
as associate professor of marketing; 
F. J. Kottke, after service with the armed forces, as associate professor of 
economics; 
Clarence McGregor, formerly on the research staff of the Federal Reserve 
Bank of Kansas City, as professor of marketing; 
W. W. Pate, after service with the armed forces, as instructor in economics; 
A. W. Sadler, accountant of Chattanooga, Tenn. as associate professor of 
accounting; 
J. P. Smith as instructor in accounting. 
The following have returned from leaves of absence: 
J. C. D. Blaine, after four years with the Canadian armed forces, returns 
as associate professor of economics; 
A. W. Pierpont, on leave with the Navy, returns as instructor in economics; 
G. T. Schwenning, who served as director of the program in business manage- 
ment at the Armed Forces University in Shrivenham, England, has resumed 
his duties as professor of business administration. 
The following have resigned: 
Paul L. Brown, assistant professor of marketing, has resigned to accept a 
position on the staff of Ohio State University; 
H. E. Klontz, instructor in economics, has accepted an associate professor- 
ship in economics at Alabama Polytechnic Institute; 
D. F. Martin, assistant professor of economics, has resigned to continue 
his work as economic analyst with the Allied Military Government in Berlin; 
M. D. Taylor, professor of marketing, has resigned to serve as economic 
analyst with the Allied Military Government in Berlin. 


NORTH CAROLINA STATE COLLEGE 


L. J. Arrington has been granted leave of absence for next year. 

Rudolph Freund, formerly of the University of Virginia, has been appointed 
associate professor of economics. 
We report with regret the death of Ralph W. Green, professor of economics. 
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H. G. Hendricks, formerly of Furman University, joins the staff as assistant 
professor of economics. 

James A. Lyons has been appointed associate professor of economics, to 
head up the work in business law and assist in general economics. 


UNIVERSITY OF SOUTH CAROLINA 


A. L. Geisenheimer, formerly of the College of Charleston, has been ap- 
pointed associate professor of economics at the University. 

Dean George E. Olson, Dean of the School of Commerce since its establish - 
ment in 1920, died June 22, 1946. 

Alfred G. Smith, Jr. resumed his duties with the rank of associate professor 
of economics in March after serving in the Navy two and one-half years. 


UNIVERSITY OF TENNESSEE 


Clyde E. Aultz assumed his duties as associate professor of industrial 
management in June, 1946. He was formerly at the University of Chicago. 

Charles Albert Hales, formerly professor at Colorado State College of 
Education, Greeley, Colorado, has accepted a position as associate professor 
of economics. 

Robert M. Poole has accepted a position as assistant professor of accounting 
in the School of Business Administration at the University of Tennessee in 
Knoxville, Tennessee. 

W. Harold Read, who served as Chief, Overseas Accounts Branch, Office 
of Fiscal Director, has returned as professor of accounting. 

Bernard Trimpe has accepted a position as assistant professor of marketing. 
He was formerly an instructor at the University of Indiana. 

William Way, Jr., former major in the United States Army, has been 
appointed professor of transportation. 

Frank Williams has returned as instructor of economics after serving three 
years in the Navy. 


UNIVERSITY OF VIRGINIA 


Vance Q. Alvis of the University of Virginia has been appointed assistant 
professor of economics at the University of Arkansas. 

William H. Baughn, on leave in the Army Air Forces for the past three and 
one-half years, resumed his duties as Instructor in Rural Social Economics 
in June, 1946. 

Thomas W. Douglas, formerly a member of the staff in the Wharton School 
of the University of Pennsylvania, has been appointed assistant professor of 
commerce and business administration. 

John L. Fulmer resumed his duties as Associate Professor of Rural Eco- 
nomics in November, 1945 after over four years service in the Army. 
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Raymond F. Mikesell, formerly of the University of Washington and re- 
cently Head Economist in the Division of Monetary Research in the Treasury 
Department, has been appointed Associate Professor of Economics to teach 
courses in the field of International Economics. 


Richard Powers of Hopewell, Virginia, has accepted a position as assistant 
professor of economics at Clemson College as of September, 1946. 

William McCaddin Pritchett, who spent the past year on a General Educa- 
tion Board Fellowship at Cornell University, has accepted a position as As- 
sistant Rural Economist in the Federal Reserve Bank of Dallas, Texas. 


Charles Felder Reynolds, Jr. of the University of Virginia has accepted 
a position as Agricultural Economist with the Federal Reserve Bank of 
Atlanta, Georgia. 

Gaines M. Rogers of the University of Virginia has accepted a position at 
Baylor University. 

Hubert F. Stepp, formerly at the University of Virginia, will continue as a 
member of the faculty at the University of Arkansas. 


WASHINGTON AND LEE UNIVERSITY 


L. W. Adams, assistant professor of economics, returned from service in 
the Navy, to resume his teaching in June. 

Mervyn Crobaugh, associate professor of economics, is still on leave and 
employed in the Cleveland office of the Office of Price Administration. He is 
expected to return to resume his teaching in September. 

E. H. Howard, assistant professor of accounting, returned from service with 
the Office of Price Administration, to resume his teaching in June. 

L. K. Johnson returned from service in the Navy, to resume his teaching 
as associate professor of economics in February. 

M. O. Phillips is teaching courses in economic geography in the summer 
session of Columbia University. 

J. H. Stewart, of Elon College, has been appointed assistant professor of 
economics. 

R. H. Tucker has retired as Dean of the University. He will continue 
his teaching in the department of economics. 


COLLEGE OF WILLIAM AND MARY 


Wayne F. Gibbs has resumed his position as professor of accountancy after 
serving since January 15, 1946, as a member of a valuation team in Germany 
with the Reparations Section, Economic Division, War Department. He 
served in the Munich region. 

Mary Hudson of the Wharton School, University of Pennsylvania, has been 
appointed instructor in economics and business administration. 

Forrest Murden, has been appointed instructor in government but will 
teach international trade and economic geography in the department of 
economics. 
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Frank L. Roberts, recently discharged from the Navy, has been appointed 
assistant professor of economics and business administration. 

Albion G. Taylor, after being on leave since 1942 with the War Manpower 
Commission, and the War Food Administration, returns to his position as 
head of the department of economics. 

Carlton Wood, who has been on leave from the College since 1942, while 
serving with the Navy, has resigned his position as assistant professor to serve 


as head of the British Empire section, Commercial Policies Division, Bureau of 
Foreign and Domestic Commerce. 


* * * * * 


Clyde William Phelps, head of the department of economics and commerce 


in the University of Chattanooga has resigned to join the staff of the Uni- 
versity of Southern California. 
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